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EXCHANGE OF WAR-BUILT VESSELS 


TUESDAY, APRIL 26, 19360 


Hovuser or REPRESENTATIVES, 
SuBcoMMI?TreE ON Mercuant MARINE OF THE 
COMMITTEE ON MERCHANT MARINE AND FISHERIES, 


Washington, D.C. 


The subcommittee met at 10 a.m., pursuant to notice, in room 219, 
Old House Office Building, Hon. Thomas L. Ashley presiding. 

Present: Representatives Ashley, Downing, Casey, Tollefson, Mail- 
jiard, and Pelley. 

Present also: Representative Anfuso. 

Staff members present: John M. Drewry, chief counsel, and Edith 
W. Gordon, acting clerk. 

Mr. Asutey. The meeting will please come to order. 

The purpose of this meeting is to hold public hearings on H.R. 8890, 
a bill to authorize the exchange of certain war-built vessels for more 
modern and efficient war-built vessels owned by the U.S. Government. 

(H.R. 8890 follows :) 


[H.R. 8890, 86th Cong., 1st sess. ] 


A BILL To authorize the exchange of certain war-built vessels for more modern and 
efficient war-built vessels owned by the United States 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That section 510 of the Merchant Marine Act, 
1936, is amended by adding a new subsection as follows: 

“(i) In order to improve the type and suitability of vessels operating in the 
domestic and foreign commerce of the United States, and to further the policies 
of this Act, the Secretary of Commerce is authorized (subject to the provisions 
of this subsection) to acquire war-built vessels (as defined in section 3(b) of 
the Merchant Ship Sales Act of 1946) in exchange for more modern or efficient 
war-built vessels owned by the United States. Such exchanges shall be subject 
to the following conditions : 

“(1) The traded-in vessel shall have been owned and operated without subsidy 
under title VI of this Act by a citizen or citizens of the United States, and docu- 
mented under the laws of the United States, for at least three years prior to the 
date of the exchange. 

“(2) The fair and reasonable value of the traded-in and traded-out vessels 
shall be determined, as of the date of the exchange, pursuant to subsection (d) 
of this section. 

“(3) In determining said fair and reasonable value, the Secretary shall con- 
sider the cost of placing the vessels in class with respect to hull and machinery, 
and, with respect to any traded-out vessels of the military type, the cost of recon- 
verting and restoring such vessels for normal operation in commercial service. 

“(4) The value of the traded-out vessel which is in excess of the value of the 
traded-in vessel shall be paid in cash at the time of the exchange. 

“(5) A contract shall be entered into under this subsection by any person ac- 
quiring a traded-out vessel, which shall provide (A) that in the event the United 
States shall, through purchase or requisition, reacquire ownership of said vessel, 
the owner shall be paid therefor the value thereof, but in no event shall such 
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payment exceed the fair and reasonable exchange value determined under this 
subsection (together with the actual cost of capital improvements thereon) de. 
preciated to the date of such purchase or acquisition, or the fair and reasonable 
scrap value of such vessel, as determined by the Secretary of Commerce, which. 
ever is the greater; (B) that such determination shall be final; (C) that in com- 
puting the depreciated exchange value of such vessel, the depreciation shall be 
computed on the vessel on the schedule adopted or accepted by the Secretary of 
the Treasury for Federal income tax purposes as applicable to such vegge]. 
(D) that such vessel shall remain documented under the laws of the United 
States for a period of at least five years after the date of the exchange, or twenty 
years from the date of its construction, whichever is the later date; and (E) that 
the foregoing conditions respecting requisition or acquisition of ownership by 
the United States and documentation shall run with the title to such vessel ang 
be binding on all owners thereof. Any other conditions respecting purchase or 
requisition by the United States heretofore applicable by statue to any traded. 
out vessel are hereby made inapplicable to such vessel. 

“(6) Subsection (e) of this section shall not apply to the exchange of veggels 
under this subsection. 

“(7) Any repairs or reconversion necessary at the time of the exchange to place 
the traded-out vessel in class and prepare it for commercial operation shall be 
performed in a shipyard within the continental United States.” 


Mr. Asuiey. The Chair understands that the primary purpose of 
this bill is to make it possible for nonsubsidized American shippin 
companies to upgrade their fleets somewhat by turning in to the Goy- 
ernment some of their vessels presently in service for more suitable 
and more efficient types of war-built vessels owned by the United 
States and presently in the reserve fleets. 

All departmental reports requested by the committee have been re- 
ceived and will be instered in the record at this point. 

(The reports follow :) 

DEPARTMENT OF THE NAVY, 
OFFICE OF THE SECRETARY, 
Washington, D.C., February 19, 1960. 
Hon. HERBET C. BONNER, 


Chairman, Committee on Merchant Marine and Fisheries, 
House of Representatives, Washington, D.C. 


My DeAaR Mr. CHAIRMAN: Your request for comment on H.R. 8890, a bill to 
authorize the exchange of certain war-built vessels for more modern and efficient 
war-built vessels owned by the United States, has been assigned to this Depart- 
ment by the Secretary of Defense for the preparation of a report thereon ex- 
pressing the views of the Department of Defense. 

The proposed bill would authorize the Secretary of Commerce to exchange 
certain war-built vessels for more modern and efficient war-built vessels owned 
by the United States. These exchanges would be limited to certain unsubsidized 
U.S.-flag operators who would thus have an opportunity to upgrade their vessels 
by replacing those that are older and less desirable with those that are more 
modern and efficient to operate. 

It would appear that the bill will aid in improving the type and suitability 
of vessels in our domestic and foreign commerce, and will also provide additional 
work for shipyards in the continental United States. These two features would 
serve to assist in maintaining the mobilization potential of our merchant marine 
and our ship repair industry. 

The bill would permit the Secretary of Commerce to exchange military auxil- 
iaries in the Maritime National Reserve Fleet at his discretion. The bill should 
therefore be amended to require that the Secretary of Commerce consult with 
the Secretary of the Navy before a military-type vessel may be traded out. 

The Military Sea Transportation Service has placed in the National Defense 
Reserve Fleet some 57 T—2 and T-3 type tankers which it would activate in the 
event of emergency. On many of these, considerable expense was incurred for 
structural renewals and other requirements to maintain them “in class.” They 
are all in generally much better material condition than the average of the 
tankers of similar type presently employed by commercial operators and should 
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not be made available for exchange. The bill should therefore be further 
amended to stipulate that its provisions are not to be applicable to war-built 
a to the foregoing, the Department of the Navy, on behalf of the Depart- 
ment of Defense, supports enactment of H.R. 8890. 

This report has been coordinated within the Department of Defense in accord- 
ance with procedures prescribed by the Secretary of Defense. 

The Department of the Navy has been advised by the Bureau of the Budget 
that there is no objection in the submission of this report on H.R. 8890 to the 
Congress. 

Sincerely yours, 
JOHN 8S. McCAIN, JR., 
Rear Admiral, U.S. Navy, Chief of Legislative Affairs, 
(For the Secretary of the Navy.) 


COMPTROLLER GENERAL OF THE UNITED STATES, 
Washington, September 18, 1959. 
B-76394 
Hon. HerBpert C. BONNER, 
Chairman, Committee on Merchant Marine and Fisheries, 
House of Representatives. 

Deak Mr. CHAIRMAN: Further reference is made to your letter of August 28, 
1959, acknowledged on August 31, requesting the comments of the General Ac- 
counting Office concerning H.R. 8890, 86th Congress, Ist session, entitled, “A 
bill to authorize the exchange of certain war-built vessels for more modern and 
efficient war-built vessels owned by the United States.” 

By adding a new subsection (i) to section 510 of the Merchant Marine Act, 
1986 (46 U.S.C. 1160), the bill would authorize the Secretary of Commerce to 
exchange war-built vessels owned by the United States for less modern or effi- 
cient war-built vessels which have been (1) owned by U.S. citizens, (2) 
documented under the laws of the United States, and (3) operated without 
operating-differential subsidy, for at least 3 years prior to the date of exchange. 
The values of vessels so exchanged would be their fair and reasonable value 
determined pursuant to subsection (d) of section 510 which directs the Maritime 
Administrator to consider (1) scrap value, domestic and foreign, (2) depreciated 
value on a 20-year-life basis, and (3) market value, domestic and foreign. Ves- 
sels received from the Government would be required to remain under the 
American flag until at least 5 years after the date of exchange or 20 years from 
the date of their construction, whichever is later, and would be subject to 
requisition or purchase by the United States upon terms similar to those usually 
imposed in such transactions. Section 510(e), which provides that no gain or 
loss will be recognized for Federal income tax purposes on a vessel traded in 
to the Government, is made inapplicable to exchanges under the proposed 
subsection (i). 

The subject bill is a matter of policy for determination by the Congress and, 
accordingly, we make no recommendation as to enactment. We suggest, how- 
ever, that condition (1) on page 2 of the bill be clarified if it is intended that a 
traded-in vessel shall have been in continuous operation under the American 
flag up to the date of the exchange and that the specified period should be 3 
consecutive years ending on that date. We assume from condition (4) that the 
values of the exchanged vessels are intended to be based on similar criteria 
to obviate any opportunity for windfalls at the expense of the Government. 
If the proposed exchanges are intended to be treated as sales rather than trades 
of assets for Federal income tax purposes, we suggest that condition (6) on 
page 3 be considered in relation to the internal revenue law provisions govern- 
ing exchanges of assets, which we understand are similar in effect to those of 
section 510(e) and would apply to transactions under the proposed bill unless 
special exception to the Internal Revenue laws also is provided. 

Sincerely yours, 
JOSEPH CAMPBELL, 
Comptroller General of the United States. 
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THE GENERAL COUNSEL OF THE TREASURY, 
Washington, October 2, 1959. 

Hon. HERBERT C. BONNER, 

Chairman, Committee on Merchant Marine and Fisheries, 

House of Representatives, Washington, D.C. 


My Dear Mr. CHARMAN: Reference is made to your request for the views 
of this Department on H.R. 8890, a bill to authorize the exchange of certain way. 
built vessels for more modern and efficient war-built vessels owned by the 
United States. 

The bill would authorize the Secretary of Commerce to acquire certain war. 
built vessels in exchange for more modern or efficient war-built vessels owned 
by the United States and would establish the conditions under which the ex. 
change could be made. 

The proposed legislation is not of primary interest to the Department and 
the Department has no comment to make as to its general merits. 

Very truly yours, 
JOHN K. Cartock, Acting General Counsel, 


THE SECRETARY OF COMMERCE, 
Washington, February 19, 1960. 
Hon. HERBERT C, BONNER, 
Chairman, Committee on Merchant Marine and Fisheries, 
House of Representatives, Washington, D.C. 


DEAR Mr. CHAIRMAN: This letter is in reply to your request of August 28, 1959, 
for the views of this Department with respect to H.R. 8890, a bill to authorize 
the exchange of certain war-built vessels for more modern and efficient war-built 
vessels owned by the United States. 

The Department recommends favorable consideration of the bill, if amended 
as herein suggested. 

H.R. 8890 would amend section 510 of the Merchant Marine Act, 1936, as 
amended, to authorize the Secretary of Commerce to acquire war-built vessels 
(as defined in sec. 3(b) of the Merchant Ship Sales Act of 1946) which 
have been for at least 3 years owned and operated by citizens of the United 
States without operating-differential subsidy and under American-flag documen- 
tation in exchange for more suitable and serviceable war-built vessels owned 
by the Government. 

The bill provides thet the fair and reasonable value of the vessels traded-in 
to and traded-out by the Government shall be determined as of the date of ex- 
change, giving consideration to (1) the scrap value of the vessels in American 
and foreign markets; (2) their depreciated value based on a 20-year life; (3) 
the market value of the vessels for operation in the world trade or in the foreign 
or domestic commerce of the United States; (4) the cost of placing the vessels 
in class with respect to hull and machinery: and (5) the cost of reconverting 
and restoring any traded-out vessels of a military type for normal operation in 
commercial service. Any excess in the value of the traded-out vessel over the 
value of the traded-in vessel would be paid in cash at the time of the exchange. 

H.R. 8890 further provides that, if a traded-out vessel is later purchased or 
requisitioned by the United States, the owner shall be paid no more than its 
depreciated or scrap value, whichever is greater. In addition, the traded-out 
vessel would be required to remain documented under American flag for at 
least 5 years after the date of the exchange, or 20 years from the date of its 
construction, whichever is later, and any repairs or reconversion necessary at the 
time of the exchange to place it in class and prepare it for commercial operation 
would have to be performed in a shipyard within the continental United States. 

The bill would enable unsubsidized American steamship companies operating 
in U.S. domestic and foreign commerce to exchange vessels (mostly war-built 
vessels) which have received long usage and are no longer as well suited for the 
services involved, for other vessels of better condition in the 1.S. reserve fleet 
or which will be turned in to the reserve fleet under the building programs of 
the subsidized lines. The greater utility value and lower operating costs of the 
traded-ont vessels would aid these unsubsidized companies in meeting their 
competition and continuing their American-flag operations. From a financial 
viewpoint. it anpears present conditions in the shipping industry disconrage 
investment in new ship construction by American-flag steamship companies not 
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receiving operating-differential subsidy. The proposed legislation would help 
to upgrade this unsubsidized segment of the U.S. merchant fleet, and would make 
available ships of a higher defense potential in active operation in the event 
of a national emergency. 

Exchanges pursuant to H.R. 8890 should result in appreciable cash payments 
to the Government. Moreover, to fully protect the interests of the United States, 
the Department of Commerce recommends the following amendments to the bill: 

A. Strike all after the word “machinery” in paragraph (3), page 2, line 14, 
of the bill, except the period in line 17. 

B. Add “No payments shall be made by the United States to the owner of a 
traded-in vessel in connection with any exchange under this subsection.” to 


paragraph (4), page 2, of the bill. 

C. Add the words “or otherwise” after the words “purchase or requisition” on 
line 24 of page 2 in paragraph (5) of the bill. 

D. Add a new paragraph (8) at the end of the bill to read: 

“(8) The owner of the traded-in vessel, at his own expense and in a manner 
satisfactory to the Secretary of Commerce, shall (1) effect deactivation and 
preparation of the traded-in vessel and its equipment for storage or layup: 
(2) make delivery of such vessel and its equipment at a location designated by 
the Secretary of Commerce; and (3) execute a bond, with one or more approved 
sureties, conditioned upon indemnifying the United States from all loss result- 
ing from any lien against such vessel existing at the time of the exchange.” 

BE. Page 1, line 9, after the word “acquire”, insert the words “at any time 
within five years from the date of enactment of this Act”’. 

If amended as herein proposed, the Department recommends favorable con- 


sideration of the bill. 
We have been advised by the Bureau of the Budget that there would be no ob- 


jection to the submission of this letter te your committee. 
Sincerely yours, 
Puitip A. Ray, 
Under Secretary of Commerce. 

Mr. Asuuey. In addition to a representative of the Maritime Ad- 
ministration, we have a number of industry witnesses who would like 
to be heard on this bill. The Chair hopes, therefore, that witnesses 
will be as concise as clarity permits, in order that we may complete 
the hearing today, if at all possible. If we cannot hear all witnesses 
today we will, of course, continue tomorrow. 

The first witness will be Adm. Walter C. Ford, Deputy Maritime 
Administrator. 

Admiral, we are happy to have you here this morning and would 
invite you to present your statement or continue in such manner as 


you see fit. 


STATEMENT OF ADM. WALTER C. FORD, DEPUTY MARITIME AD- 
MINISTRATOR; ACCOMPANIED BY WILLIAM R. BURCHILL, 
ACTING ASSISTANT GENERAL COUNSEL, MARITIME ADMINIS- 
TRATION, DEPARTMENT OF COMMERCE 


Admiral Forp. I have a short statement I would like to read, Mr. 
Chairman. 

The bill H.R. 8890 would amend section 510 of the Merchant Marine 
Act, 1936, as amended, to authorize the Secretary of Commerce to 
acquire war-built vessels (as defined in sec. 3(b) of the Merchant 
Ship Sales Act of 1946), which have been for at least 3 years owned 
and operated by citizens of the United States without operating- 
differential subsidy and under American-flag documentation, in ex- 
change for more suitable and serviceable war-built vessels owned by 
the Government. 
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The Department recommends favorable consideration of the }jj}, | 


if amended as herein suggested. 

The bill provides that the fair and reasonable value of the vegge} 
traded in to and traded out by the Government shall be determing 
as of the date of exchange, giving consideration to (1) the scrap valy 
of the vessels in American and foreign markets; (2) aif depreciated 

value based on a 20-year life; (3) the market value of the vessels fo 
operation in the world trade or in the foreign or domestic commeng 
of the United States; (4) the cost of placing the vessels in class with 
respect to hull and machinery; and (5) the cost of reconverting ang 
restoring any traded-out vessels of a military type for normal opera- 
tion in commercial service. Any excess in the value of the traded-ont 
vessel over the value of the traded-in vessel would be paid in cash 
at the time of the exchange. 

H.R. 8890 further provides that, if a traded-out vessel is later pur. 
chased or requisitioned by the United States, the owner shall be paid 
no more than its depreciated or scrap value, whichever is greater. Ih 
addition, the traded-out vessel would be required to remain docu. 
mented under American flag for at least 5 years after the date of the 
exchange, or 20 years from ‘the date of its construction, whichever i 
later, and any repairs or reconversion necessary at the time of the ex. 
change to place it in class and prepare it for commercial operation 
would have to be performed in a shipyard within the continental 
United States. 

The bill would enable unsubsidized American steamship companies 
operating in U.S. domestic and foreign commerce to exchange vessels 
(mostly war-built vessels) which have received long usage and are no 
longer as well suited for the services involved, for other vessels of 
better condition in the United States reserve fleet or which will be 
turned in to the reserve fleet under the building programs of the sub- 
sidized lines. The greater utility value and lower operating costs of 
the traded-out vessels would aid these unsubsidized companies in meet: 
ing their competition and continuing their American-flag operations, 
From a financial viewpoint, it appears present conditions in the ship- 
ping industry discourage investment in new ship construction by 
American-flag ste amship companies not receiving operating-differen- 
tial subsidy. The proposed legislation would help to upgrade this 
unsubsidized segment of the U.S. merchant fleet, and would make 
available ships of a higher defense potential in active operation in the 
event of a national emergency. 

Exchanges pursuant to H.R, 8890 should result in appreciable cash 
payments to the Government. Moreover, to fully protect the interests 
of the United States, the Department of Commerce recommends the 
following amendments to the bill : 

A. Strike all after the word “machinery” in paragraph (3), page 
2, line 14, of the bill, except the period in line 17. 

B. Add “No payments shall be made by the United States to the 
owner of a traded-in vessel in connection with any exchange under this 
subsection.” to paragraph (4), page 2, of the bill. 

©. Add the words “or otherwise” after the words “purchase or re 
quisition” on line 24 of page 2 in paragraph (5) of the bill. 
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D. Add a new paragraph (8) at the end of the bill to read: 


(8) The owner of the traded-in vessel, at his own expense and in a manner 
satisfactory to the Secretary of Commerce, shall (1) effect deactivation and 
preparation of the traded-in vessel and its equipment for storage or layup; (2) 
make delivery of such vessel and its equipment at a location designated by the 
Secretary of Commerce; and (3) execute a bond, with one or more approved 
sureties, conditioned upon indemnifying the United States from all loss resulting 
from any lien against such vessel existing at the time of the exchange. 

E. Page 1, line 9, after the word “acquire”, insert the words “at any 
time within five years from the date of enactment of this Act”. 

If amended as herein proposed, the Department recommends favor- 
able consideration of the bill. 

The Bureau of the Budget hes advised that there would be no ob- 
jection to the submission of this statement to your committee. ; 

Mr. Asutry. Thank you, Admiral. Just to be absolutely certain, 
let me ask whether the amendments suggested on pages 3 and 4 of 
your statement are the only amendments recommended by your 
‘Administration. 

Admiral Forp. Yes, sir. 

Mr. Asutry. | think this ts important. 

Inasmuch as the industry representatives may want to comment on 
vour suggestions in this regard, | wonder if you would take just a 
moment to discuss them without specific reference to your statement ? 

Admiral Forp. Without specific reference / 

Mr. Asuiey. What I mean is just go mto these amendments a 
little further so that the industry representatives will have them firmly 
in mind when they testify. Give us an idea as to what the effect 
will be, why it is that your Administration has asked for these 
changes. 

Admiral Forp. Well, the first amendment, which is to strike out all 
after the word “machinery” in paragraph (3), page 2, eliminates the 
cost of the military conversions. We do not feel that it is necessary 
to add this to the value of the bill. It is of no value to the commer- 
cial operator and, since we have to go to the Navy and get their ap- 
proval to remove the military facilities from these vessels, we think 
that is an unnecessary restriction in the law. This should be to the 
benefit of the purchaser of the vessel from the reserve fleet. 

Mr. Asuiry. In other words, it would read: 

In determining said fair and reasonable value, the Secretary shall consider 
the cost of placing vessels in class with respect to hull and machinery. 
instead of saying— 
and, with respect to any traded-out vessels of the military type, the cost of 
reconverting and restoring such vessels for normal operation in commercial 
service. 

Admiral Forp. Right. 

The next change merely states that, since we are in accord with up- 
grading the domestic fleet, we do not want to pay money out of our 
pocket to pay in the upgrading of the traded-in vessel. In other words, 
if the value of the traded-in vessel] should be higher we do not think 
the Government should pay them for taking the ship. 

Mr, Asuiry. I do not think there is any question about that amend- 
ment, 
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Admiral Forp. The “or otherwise” merely means that if at a later 
date this vessel is traded in it could only be traded in at the depreciated 
value. In other words, if the value of this vessel were to increase on 
the market, we would not pay the increased value. 

Mr. Asuxery. I think your paragraph D is fairly self-e xplanatory, 

Admiral Forp. Yes, they have to deactivate the ship they trade jn, 

The next places the 5 5-year limit on the right to transfer the vegge] 
to other flag. Of course, even aiter that period, this would be at 
the discretion of the Department of Commerce. 

Mr. Asutery. Mr. Tollefson. 

Mr. Totverson. On that last comment of yours, where you place a 
5-year limitation, do I read the limitation to mean that at the end of 
5 years from the enactment hereof this trade-in privilege will no 
longer exist ¢ 

Admiral Forp. That is correct. That is the limit placed on the bill, 

Mr. To.tierson. On page 1 of your statement in the last paragraph, 
you mention the items which the Government should take into cop. 
sideration in fixing the value. Are these standard criteria ? 

Admiral Forp. They are the 510(d) criteria. 

Mr. Touierson. So that there is nothing new here. 

Admiral Forp. No. 

Mr. Totierson. On page 2, the first complete paragraph of the state- 
ment, you say : 

In addition, the traded-out vessel would be required to remain documented 
vnder American flag for at least 5 years after the date of the exchange, or 2 
years from the date of its construction, whichever is later— 

Are these new criteria ? 

Admiral Forp. Except for the 5 years, the 20 years is the same as 
ships built with construction subsidy, so that in that respect it is not 
new. 

Mr. Touterson. I just wanted to make clear for the record that 
those are the same criteria. 

On page 3 of your statement you make reference to “higher defense 
potential.” This is a longtime opinion of the Maritime Board that 
ships in active operation are more quickly available in the event of 
emergency than those in the laid-up fleet where they would have to be 
broken out ? 

Admiral Forp. And I think that at the present time with the pos- 
sibility of nuclear warfare when we may not have the facilities or 
the time to reactivate ships, that this is even more true than it has 
been in the past. 

The other factor is that it is quite possible that we will get 15-knot 
ships replacing the 10-knot ships in the domestic trade, which is an- 
other great advantage. 

Mr. Touierson. I would assume that the Maritime Administration 
or Board has some idea of what ships will be asked for or will be 
traded out. 

Generally speaking, what is the average age of those ships that are 
likely to be traded out under this bill ? 

Admiral Forp. The average age is about 16 years. 

Mr. Touxierson. I have just one other question following that one. 

What would be the likelihood of those ships being traded out or sold 
were it not for such a bill as this? 
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Admiral Forp. We are not permitted to sell them otherwise. ‘This 
would be the only legislation which would authorize us to get rid of 
these ships other than scrap or other than foreclose in an emergency 
and except in an emergency they may never operate again. 

Mr. Totzerson. In other words, there is a good possibility that but 
for this legislation those vessels would just stay im the laid-up fleet 
until they were scrapped / 

Admiral Forp. That is correct. 

Mr. Totierson. That is all, Mr. Chairman. 

Mr. Asutey. Mr. Downing. 

Mr. Downtnc. Admiral, what effect wil! the passage of this bill 
have on the shipbuilding program or the shipbuilding industry as 
such. 

Admiral Forp. This particular legislation is designed for domestic 
operators or nonsubsidized operators and there is no prospect of this 
particular class of operator building new vessels. 

In other words, this should buy time until the shipping situation 
improves to a point where they either have to build ships or get out of 
business. 

Mr. Downrnc. You do not think that these same people who would 
trade in under this program would actually construct new ships? 

Admiral Forp. Under the U.S. flag, I do not. believe there is a pos- 
sibility. 

Mr. Downtnc. Do you think there is a definite need for legislation 
like this to upgrade the ship industry ? 

Admiral Forp. I think it is a desirable thing to try and upgrade it. 
We do not know what the response will be. Even with this legisla- 
tion, the cost of conversion may be the contro!ling factor and it may 
even result in none of these vessels being traded in but at least it af- 
fords them an opportunity to review their situation and take advan- 
tage of it if at all possible. 

Mr. Downtne. The bill makes a specific provision that the recon- 
version work be done in domestic shipyards, does it not ? 

Admiral Forp. In domestic shipyards; yes, sir. 

Mr. Downtne. Thank you. 

Mr. Asutry. Mr. Mailliard. 

Mr. Mairitarp. I have no questions. 

Mr. Asuuey. Mr. Casey ? 

Mr. Casey. Admiral, I noticed that you add this D section, which 
would require the owner of the traded-in vessel to prepare it for de- 
activation and storage. What does that amount to in dollars? Do 
you have any idea, approximately ? 

Admiral Forp. Yes. It amounts to about $100,000. 

Mr. Casry. You do not think that that cost should be taken into 
consideration in determining the amount of difference to be paid by 
the operator for the new vessel? Do you think he ought to bear that 
in addition to paying the difference in the cost? He is going to have 
to pay for converting the vessel that he acquires. That is going to be 
his expense, too. Do you think that should be taken into consideration 
at all? 

Admiral Forp. We did not think so. 
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Mr. Casey. You thought they ought to pay the whole thing, that js, 
preparing the ship they are trading in for storage as well as the cop. 
version of the new one / 

Admiral Forp. Yes,sir. We think that the legislation, as worded, js 
fairly liberal and that he will get a good break on the acquisition of g 
better ship. 

Mr. Casry. As I understand the bill, he is supposed to pay the exag} 
difference in what the cost will be, is he not ? 

Admiral Forp. Yes, considering the various factors that are listed 
in the bill. 

Mr. Casey. In determining the value of the vessel that he is going 
to trade for, is it going to be taken into consideration what its value 
is to him or what its best use is, regardless of what he is going to use 
it for? In other words, if it is built for war services, it might be g 
troop transport and they may want to use it for carrying bulk com. 
modities and would have to do a lot of remodeling. Is it going to be 
valued on use as a transport or what value it might be to him in 
conversion ¢ 

Admiral Forp. I think it will be valued on the basis of its value as 
a hull. Whether it is a transport or a cargo ship, if he is going to 
convert it to a bulk carrier, he is still going to have the same amount 
of tearing out to do. 

Mr. Casey. In other words, do you think that, in determining the 
value it, will be primarily as a hull and its life expectancy rather than 
what its best use is as it now sits, is that correct ? 

Admiral Forp. Yes, sir. 

Mr. Casry. That is all. 

Mr. Asuiey. Mr. Downing? 

Mr. Downtne. Admiral, would it be wise to put some limiting factor 
on this legislation from the standpoint of time; for instance, 5 years or 
10 years ¢ 

Admiral Forp. Yes, sir; I believe so. If we find that it is desirable 
at, the end of 5 years to extend it, we could always ask for an extension, 
but we do not think this should be a continuing process. 

Mr. Downtnc. That was one of your suggested amendments. That 
is fine. 

Mr. Touterson. Mr. Chairman. 

Mr. Asutry. Mr. Tollefson. 

Mr. Toiiterson. The nonsubsidized operators for a number of years 
have not had too bright an outlook for their future. 

If we did not approve some legislation of this kind, what would be 
the likelihood of any of the nonsubsidized operators being compelled 
to transfer ships to foreign flag operation? In other words, if we do 
not help them now, are they likely, some time in the near future, to 
operate under foreign flag? 

Admiral Forp. I think that is entirely possible. Those who are 
operating in the foreign trade may have no alternative. In order to 
remain competitive, they would probably have to build abroad and 
transfer to foreign flag. 

Mr. TotitEerson. These nonsubsidized operators now are American- 
flag operators not because they have to be American-flag operators but 
because they choose to be; is that correct? 
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Admiral Foro. They choose to be and the nonsubsidized operators 
who choose to remain under American flag are trying to obtain subsidy. 

Mr. Totterson. That is all, Mr. Chairman. 

Mr. Asuiey. Mr. Drewry ? ? 

Mr. Drewry. Admiral Ford, can you discuss a little bit what ships 
or what types of ships, what numbers are available in the reserve fleet 
that would, in the opinion of the Maritime Administration, be helpful 
ifthey were acquired / 

Admiral Forp. There are a number of types that are available. 
There are, of course, the standard C-2 cargo ships. There are C- 
cargo ships. ‘There are a number of troop “transports, troopers that 

have C-3 hulls, I believe, that are in fairly good condition and could 
be converted to commercial use. There are “about 700 ships that are 
of a better class than the Liberty ships that are available to choose 
from and, except for certain specific military types, practically all 
of these ships are in pretty good condition and could be used. 

Mr. Drewry. On these military transport types that you mention 
that would be available, have you already received approval from the 
Department of Defense for the disposal of them? 

Admiral Forp. On certain ships which have been turned over to us, 
the military has indicated that they are no longer interested in them 
as troopers. 

Mr. Drewry. And these are basically good hull and machinery ? 

Admiral Forp. They are good hulls and mac hinery. They are in 
good shape. 

I might add that I am quite confident that practically any of these 
ships, unless they have specific military equipment or they are merely 
being held in a more or less ready status and have recently been turned 
in by the military, would be made available. They would rather have 
a ship in being even though it is a cargo ship than have these ships 
just remain in the reserve fleet 

Mr. Drewry. Can you ms ike any statement as to what the cost of 
converting one of these military types to a merchant type would be? 

Admiral Forn. It is pretty difficult to make a statement. 

It depends on the purpose for which it is being used. Almost any 
of these ships, unless they are straight cargo ships and they are going 
to be used as dry cargo ships, you rip the insides out and rebuild 
them for the purpose intended so that it is pretty difficult to get an 
estimate. 

To recommission or to replace a ship back in commission with no 
major alterations to operate it as is costs about $120,000, 

Mr. Drewry. What I am getting at is your amendment in which 
you say that if military-type ships are taken that you will not take 
into account the cost of converting them in any way and, if the De- 
partment of Defense would prefer to see them in operation as cargo 
ships, are you doing the best thing to promote the upgrading of the 
unsubsidized fleet by taking that attitude ? 

Mr. Asuiry. Did you understand the question, Admiral ? 

Admiral Forp. I am not quite sure that I did. 

Mr. Asutry. Iam glad I asked. 

Admiral Forp. I have been rereading the language to make sure 
that I did understand it. 
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Mr. Drewry. What I was getting at, Admiral, was, if the May. | 


time Administration favors the objective of upgrading the unsyb. 
sidized fleets and has a position that, from a national interest stand. 


point, the merchant marine is better off to have better classes of ships | 
in-being and in operation, is it not a little bit inconsistent to not takg | 


into account the cost of converting some of these military types if the 
Defense Establishment would prefer that they be in operation gg 
cargo ships rather than retained in reserve as obsolete tr unsports! 

Admiral Forp. I think that is a fairly pertinent point, particularly 
in view of the fact that. the MarAd-Navy report specifically recom. 
mends converting some of the old troopers to dry cargo vessels for 
emergency use sinc e they are no longer required as troopers 

Mr. Drewry. What do you mean by converting them to emerg: ney 
use ¢ 

Admiral Forp. Converting them to cargo vessels for emergeney 
use, 

Mr. Drewry. That statement does not square very well with the 
statement that you just made in your official rep ort. 

Admiral Forp. I realize that I am backtracking slightly on the pre. 
vious statement with regard to the ao letion of the words in the third 
paragraph. 

Mr. Drewry. Is that just your backtracking, or do you think that 
the Department of Commerce would backtrack, too 

Admiral Forpv. Well, I do not think that this is a particularly perti 
nent point to the legislation. 

We are interested, as you stated, in getting these ships into use if 
possible and I believe that, so far as the military- type ships are con- 
cerned, if they are still required as military-tvpe ships, the option of 
releasing them from the reserve fleet is still ours. 

Mr. Drewry. I have one more thing. Have you given any thought 
or will you give any thought in connection with your promotional re- 
sponsibilities to trying to work out any sort of program in connection 
with this legislation if it is enacted; in other words, to make a study of 
what areas of the unsubsidized merchant marine, foreign and domes- 
tic, need upgrading and then make an effort to work out a program 
and balance out who gets what in order to place the ships to the best 
advantage? 

Admiral Forp. I am sure that all of the domestic operators are 
going to make such a review of their situation. 

We had not anticipated setting up a program, but I think that this 
will more or less happen automatically so that, as they come in, we 
will work out some sort of program with each individual operator. 

T do not see how we can work one out for the industry. 

Mr. Drewry. Finally, does that table, to which you referred a mo- 
ment ago, show the different classes of ships that are available? 

Admiral Forp. I would like to submit this table for the record. 

It shows the various types of ships and numbers in the reserve fleet 
and their locations. 

Mr. Asutey. Without objection, that will be inserted in the record 
at. this point. 

Mr. Drewry. That is all, Mr. Chairman. 

(The table follows:) 
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Vessels in USMA reserve fleet by design, Mar. 31, 1960 


——————_—_ 


Design 


Overage 


Tanker. -----------------~ 


Overage, total. --------- | 


War- — ships: 
O1-A.-------------------- 
Cl- 3 “(diesel) Balding 
C1-B (turbine) - ---------- 

CI-M-AV1 and Cl- M- 
AV1 (R)---------------- 
ci-S-AY1 (turbine) .----- 
C2-Navy----------------- 
(2-S1-Al..--------------- 
C2-S-B1 and C2-S-B1 


C2-F-cargo--------------- 
C2-carg0..-.-------------- 


C2-SU (R)--------------- | 


(2-T-cargo.-------------- 
C3-cargo------ 
C3-passenger ¢ and ce cargo... 
C3-IN (passenger and 
cargo).---------------- 
C3-P (passenger and | 
cargo)...------- 
Passenger and cargo ce 3 
type). ------- co 
C3-S- A3 (conve rsion).---- 
oe A3. 
C3-S-DX1 (prototype fot 


C4-8-B2..-..-.---- 
EC2-S-8a and EC 32-S-8F 
(conversions) . . --------- 
EC2-S-22a (conversion) --- 
Misa. acosen-neee-- 
British Liberty ----------- 
N3-M- ea teeta 


R1-M-AV3..------------- 
§84-SE2-BD1---.---------- 
§4-SE2-BE1--.._.--.------ 
TI-M-Al and T1-M-A2 
Ti-M-BT1, BT2-_--.------ 
SE ha cencsnxannwe=e 
T2-SE-Al-_-......--------- 
T3-On-AZ.........------ 
T?-SE-AS......-.-------- 
T3-G-Al.......-.-...-.--- 


T3-S2-Al.....----------- 


ae 


Tankers, Navy design __-- 
War built, total_...-- 


Total by fleets__-_- 
Temporarily withdrawn, 


grain ships_-.--- sagen’ 





56743—60——3 
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Gulf coast 
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Pacific coast 
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Mr. Mariurarp. May I ask a question, Mr. Chairman? 

Mr. Asutey. Yes. 

Mr. Matiuiarp. Pursuing the line that Mr. Drewry was discuss; 
with you with particular reference to your first suggested amendment 
just trying to look at the problem from the point of view of the public 
interest, would you not be better off to leave that language on page 2 
paragraph 3, as it is, because it seems to me that any danger of dis. 
advantage to the Government is pretty well protected by your second 
recommended amendment? In other words, you cannot finagle around 


here and end up by the Government paying somebody to upgrade his . 


ships if we put in amendment B as you suggest but I could visualize 
a situation where it would be highly desirable from the public interest 
point of view to reduce the fair and reasonable value on account of the 
cost of reconverting or restoring the vessel. 

I can see where it would be definitely in the public interest to haye 
a vessel which might be, in effect, obsolete and, as long as it did not 


require the Government to pay somebody for upgrading his fleet, but , 


for that allowance we might end up with a much better ship and it 
would not actually cost the Government anything. It might reduce the 
amount of payment that you would receive on account of the 
upgrading. 

On the other hand, I could visualize the situation where either you 
would reduce that amount or you would not get the ship sae 

Admiral Forp. I think that is true, Mr. Mailliard, particularly since 
it states that it will begconsidered rather than make it an absolute 
requirement. 

Mr. Mariutarp. I would thing this wording leaves a good deal of 
discretion with the Secretary of Commerce and, if we amend it by 
striking all after the word “machinery,” you have tied him down 
where he may not be able to make a good deal for the Government. 
Do you think that is true? 

Admiral Forp. I think, generally, that is true. 

Mr. Matiurarp. That is all. 

Mr. Asuury. Are there any other questions? 

Admiral Ford, thank you very much for being with us this mom- 
ing. Your contribution has been a positive one. 

The committee has received a letter from L. R. Sanford, president, 
Shipbuilders Council of America, dated April 21, 1960, relative to 
the subject legislation. 


Without objection, this letter will be inserted in the record at this | 


point. 
(The letter follows :) 


SHIPBUILDERS COUNCIL OF AMERICA, 
New York, N.Y., April 21, 1960. 
Hion. HERBERT C, BONNER, 
Chairman, Committee on Merchant Marine and Fisheries, 
House Office Building, Washington, D.C. 


My DrAR CONGRESSMAN: It has been noted that a hearing will be held by the | 


“ommittee on Merchant Marine and Fisheries, of which you are chairman, 00 
April 26, 1960 on H.R. 8890, a bill to allow the trade-in of nonsubsidized vessels 
oresently in service for better war-built vessels owned by the United States. 
Important prior commitments on that day prevent my attendance at the hear- 
ing. Hence, it is desired to go on record with the committee on behalf of the 
Shipbuilders Council and its membership, by means of this letter, which the 
council will appreciate having included in the record of the hearing. 
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Generally speaking, any tampering with the maritime reserve fleets well may 
have the effect of reducing the mobilization potential of such fleets and likewise 
may tend to reduce potential new shipbuilding. Both results would be contrary 
to the intent of the Ship Sales Act of 1946. 

On the other hand, the proposed trade-ins could result in some additional work 
for U.S. ship repair yards, presently operating at a very low level. The trade- 
outs also would have the effect of increasing the mobilization potential of the 
active merchant fleet by improving the quality of some of the ships which would 
pe immediately available in case of national emergency or war. 

The council therefore has decided in this instance to be guided by the posi- 
tion taken by the Government agencies immediately concerned with the Federal 
reserve fleets, viz., the Department of Defense and the Maritime Administration. 

It is understood that the Department of the Navy, on behalf of the Department 
of Defense, supported S. 2618 (a companion bill to H.R. 8890) before the Senate 
Committee on Interstate and Foreign Commerce, subject to consultation with the 
Secretary of the Navy with respect to military-type vessels and the elimination 
of war-built tankers from its provisions. It likewise is understood that the 
Maritime Administrator, speaking, for the Department of Commerce, likewise 
recommended favorable consideration of this same bill, subject to certain amend- 
ments designed to more fully protect the interests of the United States. 

On the basis of the foregoing, the Shipbuilders Council supports H.R. 8890, 
and urges its enactment during the present session. 

Sincerely yours, 
L. R. Sanrorp, President. 

Mr, Asutry. The next witness is Mr. Alvin Shapiro, of the Ameri- 
can Merchant Marine Institute. 


Mr. Shapiro, we are happy to have you with us. 


STATEMENT OF ALVIN SHAPIRO, VICE PRESIDENT, AMERICAN 
MERCHANT MARINE INSTITUTE, INC. 


Mr. Suaptro. While the young lady is distributing the statement, 
may I just add that in the heading | am also addressing myself to 
H.R. 11102, a companion bill introduced by Mr. Tollefson, ot 
Washington. 

Mr. Asuiey. You may proceed, Mr. Shapiro. 

Mr. Suartro. My name is Alvin Shapiro. I am vice president of 
the American Merchant Marine Institute, a trade association of owners 
and operators of American-flag vessels of such quantity as to represent 
avast majority of this country’s total deep-sea fleet. Among our mem- 
bership are subsidized and nonsubsidized operators—the owners of 
passenger ships, freighters, and tankers engaged in our domestic and 
foreign trade on all four seacoasts of the United States. 

We appear here today in support of H.R. 8890, bills excelled by no 
other, in my experience, in recognizing the realities about our present- 
day merchant marine. The bills embody proposals remarkably prac- 
tical and fair to all parties concerned, including of course the U.S. 
Government. 

Briefly, the terms provide that war-built vessels operated without 
subsidy may be turned into the Government’s reserve fleet by an 
operator, at a value established under the language of the bill, in 
exchange for the withdrawal from the Government’s reserve fleet of 
& superior or more suitable type vessel. Since the proposal is bas- 
ically predicated on improving the operating fleet, the difference be- 
tween the value of the traded-in and traded-out vessels would be paid 
for in cash by the operator to the Government. 
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May I note that since this proposal will be of doubtless assistance ty | 
the unsubsidized segment of our fleet, one which has received littl | 
attention from our Government, it is particularly notable and degepy. 
ing of this committee’s prompt attention. 

While I cannot claim that it will prove a panacea for our maritime 
problems, to the extent that it is used, and I’m reasonably certain that 
that will be substantial, it will help meet one of our most pressing 
merchant marine needs—that of maintaining in active operation more 
rather than less modern vessels. 

Our national defense authorities have long and consistently adyo. 
cated that under modern war potentials a superior vessel in aetiye 
operation is far more valuable than one laid up in the reserve fleet, 
This concept was reiterated in the latest joint MarAd-Navy Planning 
Group report in the following terms: 

* * * the national capability to meet military and essential civilian require 
ments for merchant shipping rests primarily on the strength of the active, operat. 
ing merchant fleet on D-day. 

Adm. R. E. Wilson, on behalf of the Navy Department and the 
Department of Defense, pinpointed this theme before the Hons 
Merchant Marine and Fisheries Committee in the following words: 

There will be an urgent need for merchant shipping even in the event of an 
initial devastating nuclear exchange. Shipping active on the high seas would 
stand a good chance of surviving the initial onslaught. 


From the point of view of the significance of this proposal to our 
national defense, I believe we can add little to that which has already 
been stated. 

Viewed in terms of its commercial report, we feel certain that the 
shipping public of this country is entitled to the most modern water 
transpor‘ation vehicles commercial carriers can produce within the 
framework of our free enterprise system and national maritime policy, 
The withdrawal into reserve of less efficient vessel types and the plac- 
ing into operation of those more capable of competing with foreign- 
flag ships, and more in harmony with today’s business requirements, 
cannot fail to be of assistance to both our private and national foreign 
trading programs. 

Here, at last, is a specific proposal which, as the MarAd-Navy Plan- 
ning Group report indicated, will extend the residual life of at least 
some of the present reserve fleet ships, thus tangibly alleviating the 
grim effects of block obsolescence of our operating fleet, which hangs 
like a Damocles sword over our stature on the high seas. 

American shipyards and their employees should benefit greatly un- 
der this bill. Not only is basic classwork required for the traded-out 
ship, but beyond classwork vast sums will be spent by operators mod- 
ernizing and altering their newly acquired ships to their own special- 
ized services, at their own expense and in American yards. Under any 
circumstances this benefit would be most significant, but particularly 
at this time it appears vital. As pointed out by the ship repair in- 
dustry within the last 10 davs, the U.S. private ship repair industry is 
at » lower employment level than at any time since World War IL. 

Finally, and by no means inconsequential, will be the moneys re 
ceived by the Governme* in the trade-in, trade-out process. I am 
sure nothing I might say won'ld add to the net governmental advantage | 
from this consideration which has already entered your evaluation. | 
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Realizing the heavy program of this subcommittee, I have been 
deliberately brief in indicating why our Institute so strongly endorses 
the bill before you and hopes you will act promptly and favorably. 

Mr. Asutey. Thank you very much, Mr. Shapiro, for a very fine 
statement. 

Mr. Tollefson ? 

Mr. Totterson. I have no questions. 

Mr. Asuitey. Mr. Downing? 

Mr. Down1na. I have no questions. 

Mr. Asutey. Mr. Mailliard? 

Mr. Mariurarp. I have no questions. 

Mr. Asuuey. Mr. Casey ? 

Mr. Casey. I have no questions. 

Mr. Asutey. Thank you very much, Mr. Shapiro. 

Mr. Suaprtro. Thank you, sir. 

Mr. Asuitey. The next witness is Mr. F. A. Billhardt, president of 
the Aleoa Steamship Co. 

Mr. Billhardt ? 


STATEMENT OF FRED A. BILLHARDT, PRESIDENT AND DIRECTOR, 
ALCOA STEAMSHIP CO., INC., NEW YORK, N.Y.; ACCOMPANIED 
BY MARK P. SCHLEFER, COUNSEL, KOMINERS & FORT, WASH- 
INGTON, D.C. 


Mr. Asutey. Mr. Billhardt, we are happy to have you with us this 
morning. 

You may proceed by reading your statement or in any other way 
that you wish. 

Mr. BinnHarpr. My name is Fred A. Billhardt. Iam president and 
a director of Alcoa Steamship Co., Inc., whose principal office is 17 
Battery Place, New York City. 

Alcoa has operated U.S.-flag vessels during and since World War IT 
in both the foreign and domestic trades of the United States without 
operating subsidy. The fleet owned by our company consists of 10 
C-1 vessels, 3 C—2 vessels, and 3 combination passenger-cargo vessels. 

Alcoa operates a weekly common carrier service from the North At- 
lantic ports of Baltimore and New York to the three principal ports 
in Puerto Rico; the vessels employed in this service also call at the 
Virgin Islands and return with bulk sugar or phosphate rock. Alcoa 
is the only regular common carrier serving the Virgin Islands. Alcoa 
also operates a weekly service from Baltimore and New York to the 
principal ports in Venezuela, Curacao, Aruba, Trinidad, British 
Guiana, and Surinam. In the gulf, Alcoa operates a weekly common 
carrier service from Mobile and New Orleans to the three principal 
Puerto Rican ports and return. Our combination passenger-cargo 
vessels provide a weekly service from Mobile and New Orleans to 
Jamaica and principal ports in Venezuela, Curacao, and Trinidad. 
We also have other common carrier services from east gulf ports to the 
Dominican Republic, Haiti, Virgin Islands, British and French West 
Indies, Aruba, British Guiana, and Surinam. 

Alcoa urges enactment of legislation designed to authorize the ex- 
change of war-built vessels owned and operated by U.S. citizens for 
more desirable vessels owned by the Government, or which may be 
acquired by it some time in the future. 











18 EXCHANGE OF WAR-BUILT VESSELS 


Specifically, the bills provide that any vessels which are traded jp 
shall have been owned by a U.S. citizen, documented under the laws of 
the United States, and operated without subsidy under title VI of the 
Merchant Marine Act, 1936, for at least 3 years prior to the date of the 
exchange. Fair and reasonable values of the traded-in and traded-oyt 
vessels are to be determined by the Maritime Administration as of the 
date of the exchange under the criteria set forth in section 510(d), 
That subsection describes the factors to be taken into consideration jy 
determining allowances for vessels traded in in connection with new 
building programs. In addition, in determining the fair and reason. 
able value of both the traded-in and traded-out vessels, the Maritime 
Administration is to consider the cost of placing the vessels in class for 
operation under U.S. flag, and if a traded-out vessel is of the military 
type, the cost of restoring such a vessel for commercial service. 

It is expected that the value of the traded-in vessels will be equal to 
or less than the value of the traded-out vessels. To the extent that 
there is a difference in value, it will be paid in cash by the company to 
the Government at the time of the exchange, but in no event will cash 
payments be made by the United States. 

The present bills also contain certain provisions limiting vessel 
values for purposes of requisition and continued documentation under 
the laws of the United States, 

Paragraph (6) of the bills is intended to make it clear that a capital 
gain will be recognized for tax purposes, and a tax paid on the dif- 
ference between the book value for tax purposes of any vessel traded 
in, and the exchange value determined by the Maritime Adminis 
tration. Thus, neither section 510(e) of the 1936 act, which states that 


no gain will be recognized, nor other applicable exemptiom from capi- | 


tal gain tax in the Internal Revenue Code, will apply to any exchange, 
The initial tax basis of the traded-out vessel will be the exchange 
value plus cost of capital additions, repairs to the vessel, et cetera. 

Alcoa’s interest in the legislation is principally in connection 
with its 10 C1-B vessels. If this legislation is adopted, we contem- 
plate trading in these C1-B vessels for C-2 or C-3 or other better type 
vessels. This would assist us in continuing to serve the essential trade 
routes on which we operate, and also to make available larger, more 
efficient, and faster vessels in active operation in event of a national 
emergency. These exchanges would permit continued operation ofa 
substantial fleet of vessels under U.S. flag, employment of U.S. crews, 
improved service to shippers in the Caribbean area, including Puerto 
Rico and the Virgin Islands, and in the coastwise trade. Without aid 
of the legislation, we are faced with the probability of having ma- 
terially to reduce our service with vessels of U.S. registry. Our alter- 
native to upgrading our active fleet by vessel exchanges would be to 
keep the C1-B vessels only until the end of their useful life, 

With respect to the general desirability of the legislation, we be- 
lieve that it will accomplish the objective of a more desirable fleet of 
vessels in active operation under U.S. flag which will be readily avail- 
able for immediate national defense purposes. The legislation will 
produce cash returns to the Government, will give further opportun 
ties for work to U.S. shipyards, both in respect of placing the vessels 
traded out in class, as well as in connection with conversion of the 
traded-out. vessels to more desirable and useful specialized types such 
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as lumber carriers, container-ships and bulk carriers: If Alcoa ex- 
changes its C1—B vessels for C—-2’s, C—3’s, or other more desirable types, 
it is our intention to make capital expenditures for repairs and im- 
provements in the vessels suitable for our trade. 

We believe that the texts of the present bills are generally adequate 
to cover the objectives of the legislation. We have, however, a few 
suggested amendments. They are: 

In subsection (1)—page 2, line 4—reference should be to the 
“traded-in vessels” rather than “vessel,” in order to make it clear it 
may be possible to trade in more than one vessel for each vessel traded 
out. 

In subsection (4)—page 2, line 19—we suggest the language be 
changed to read “traded-in vessel or vessels” for the same purpose. 

In subsection (6)—page 3, line 23—Alcoa suggests revision of the 
wording as follows: 

(6) Neither subsection (e) of this section, nor the nontaxable exchange pro- 
visions of the Internal Revenue Code, shall apply to the exchange of vessels 
under this subsection. 

This amendment. will make it clear that a taxable gain will be recog- 
nized both for purposes of the 1936 act and the Internal Revenue Code. 

This suggestion eliminates the ambiguity in the legislation pointed 
out by the Comptroller General. 

Subsection (5)(A) of the bills relates to requisition values. The 
subsection provides that the vessels may be requisitioned at book value 
for an indefinite period of time. We believe that this provision is un- 
duly restrictive. The Senate committee which has reported favorably 
on similar legislation recommended that this limitation be confined to 
a period of 20 years from the date of the vessel’s construction, “To 
prevent a cloud on title and a burden on property which would stem 
from such indefinite restriction.” 

The Senate bill contains the changes which we have suggested above, 
together with changes suggested by the interested Government agen- 
cies. We believe that that version is workable and substantially ac- 
ceptable. 

Mr. Asntey. Thank you very much, Mr. Billhardt. 

I wonder if you have any comments on the amendments that were 
suggested by the Department of Commerce, the testimony of Admiral 
Ford ? 

Mr. BrtuHarpr. Well, the only thing I would like to say about it is 
that I think some of them are very restrictive and they are going to 
put a cost penalty on some of these vessels so that, when it comes time 
that we try to make some of these transactions, it is going to make 
you think a couple of times before you get into it. 

The cost of breaking out and laying up is going to be quite a deter- 
mining factor. If that can be negotiated some way at. the time, per- 
haps it would be of interest. 

Mr, Asutry. You indicated that it would be the intention of Alcoa 

to trade in its 10 C1-B’s. How much would you anticipate the cost of 
conversion would be for one of these vessels ? 
_ Mr. Bruiwarpr. I think that would depend upon the ship, whether 
it was operating or whether it had. been in the laidup fleet. I can 
anticipate trading in on a ship that perhaps Lykes or Grace or some 
other subsidized operator had just recently turned in on which the 
break out cost, the conversion cost might be very low. 
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On the other hand, if you got one that was laid up for years, jt 
could be pretty high. 


Mr. Asuixry. On page 3 of your statement, you say: 


Without aid of the legislation, we are faced with the probability of ha 
materially to reduce our service with vessels of U.S. registry, 


and then you say: 


Our alternative to upgrading our active fleet by vessel exchanges would be to 
keep the C1-B vessels only until the end of their useful life. 


What would happen then ? 
Mr. Brtiwarpt. Well, there are several alternatives. 


Ving 


One of them is to transfer them foreign and keep running, or take 


on foreign-flag ships in their place, or dispose of them for what you 
could. : 

Mr. Asutey. Mr. Tollefson ? 

Mr. Totxerson. I do not quite understand this tax matter. Could 
you explain that ? 

Mr. Scnierer. Perhaps I could help you. 

Mr. Asuirey. Would you identify yourself for the record? 

Mr. Scuterer. I am Mark Schlefer, counsel to Alcoa Steamship 
Co., Inc. 

The bill as presently drafted, that is 8890, provides that subsection 
(e) of section 510 should not apply to these exchanges. Subsection 
(e) of section 510 was designed for trade-ins against new building 
programs and provided that capital gain, if any, would not be recog. 
nized for tax purposes. 

In other words, no tax would be paid on the capital gain resulting 
from the exchange at the time of the trade-in. 

H.R. 8890 eliminates that exemption from taxation. 

The Comptroller General in his communication to the committee 
asked, I believe, whether the nontaxable exchange provisions of the 
Internal Revenue Code which provides that, where you exchange like 
for like, there is a deferment of taxation, would apply to these ex- 
changes. 

The purpose of this amendment is to make sure that that tax defer- 
ment would not apply. In other words, the purpose of the tax provi- 
sions suggested herein is to simulate the transaction as nearly as pos- 
sible to the situation that would obtain if Alcoa, for example, were 
to sell its C1—-B’s, pay a capital gain tax and then take the funds and 
buy a C-2. 

In other words, the tax would be paid at the time of the exchange, 
and we wanted to keep this as a straight commercial transaction. 

That was the reason for the amendment. It is an amendment which 
seems to be required by the Comptroller General’s analysis. 

I might say that I call to the committee’s attention the fact that 
the bill was submitted to the Treasury Department and they reported 
that they had no objection. 

Mr. Asntey. Mr. Downing? 

Mr. Downtna. I have no questions. 

Tt was a very fine statement. 

Mr. Asuiey. Mr. Mailliard ? 

Mr. Marrxiarp. I have no questions. 

Mr. Asutey. Mr. Casey ? 
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Mr. Casey. Are there any other amendments in the Senate version 
other than the one you referred to? 

Mr. Scuuerer. Yes, sir. There are a number of amendments. 

The Senate version adopts the amendments suggested by Admiral 
Ford except for the amendment striking all of the words after “ma- 
chinery,” which the Senate committee did not adopt. 

Mr. Casey. That is with reference to the military type vessels / 

Mr. Scuterer. That is right. 

Mr. Casry. They left that in? 

Mr. Scuterer. They left that language in there. 

The other amendments suggested by the Maritime Administration 
the Senate adopted. The Senate also adopted a provision that re- 
quired Maritime to obtain the consent of the Department of Defense 
before trading out a vessel of the military type. 

It also adopted an amendment which prohibited. the transfer out, 
that is, the exchange-out of tankers which the Defense Department 
wish incorporated in the bill, and so far as I'know, no one has an 
objection to that because there are no tankers in the reserve fleet whic 
anybody is interested in exchanging. 

it adopted the technical suaiinnetn suggested in Alcoa’s state- 
ment to this committee. It adopted all of those. 

Mr. Cassy. Did they adopt the one which you propose here allow- 
ing you to trade in more than one ‘single vessel, in other words, 
trade in two or more for one particular vessel ? 

Mr. Scuuerer. Yes, sir, they did, and they commented on that in 
their report. 

I think that that is probably covered by the present form of the bill 
but this is an excess of caution to make sure that it: definitely could 
be done. 

There seems to be no objection to trading in, for example, three 
C-1’s against two C-2’s. 

Mr. Casey. Will that not reduce your fleet ? 

Mr. Scuterer. It would reduce your fleet but it would increase the 
carrying capacity and utility of the fleet. 

In any event, that would be a consideration for Maritime to con- 
sider in its administrative discretion as to whether it wanted todo 
it. It gives Maritime the option, in effect, to work out an arrangement 
for trading in more than one vessel at a time. 

Mr. Casey. You say it increases the capacity. I am not too fa- 
miliar with these different classes. I take it that the C1—B’s that you 
are trading in are smaller than the C-3’s that you are anticipating 
acquiring, 

Mr. Brttuarpr. Smaller and slower. 

_Mr. Scuterer. The Senate committee also adopted the provision 
limiting the requisition value to the 20-year life of the vessel. 

Mr. Casey. That is the one you specifically referred to in the state- 
ment. 

R Scuterer. That is right, and the Senate committee adopted 
at. 

Mr. Casey. Mr. Billhardt stated that you agree with that specific 
amendment together with others, and I wa: interested in what the 
others were. 
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Did the Senate adopt, and I would like to have your views on this 
recommendation, that the owner pay for the preparation and stor. 
age of the traded-in vessel ? 


Mr. BitiHarpr. Well, they have language in there to that effect | 


but I would be in hopes that at the time you made one of these deals 
you could do it on a commercial basis and maybe we can live with 
this thing. I do not know. 

Mr. Casey. What do you mean when you say “on a commercial 
basis” ? 

Mr. Brutuarptr. To make one of these transactions like you would 
do it on the open market; consider what the commercial value of the 
ship is that is laid up and the commercial value of the one you are 
trading in. 

It could be that, if we had to pay this breakout cost as well as the 
layup cost, it would make this thing look very unattractive commer. 
cially. 

Mr. Casey. As I understand it, it costs in the neighborhood of $100, 
000 to lay up a ship. 

Mr. Brutwarpt. To break it out. 

Mr. Casey. I was referring to the admiral’s answer on what it cost 
to move the ship you traded in and put it away. 

The question I am asking is what it costs to deliver it and prepare 
it for storage. He said $100,000. 

Mr. BitiHarpr. I do not believe it would cost that much to lay the 
ship up, but I think it would cost in excess of $100,000 to break one 
out. 

Mr. Casry. Does that include getting it in shape for the use for 
which you want it ? 

Mr. Brtiuarpr. No, I think we would put some additional refine- 
ments in it, perhaps prepare the ship for the bulk trade, add refrig- 
eration capacity, and that sort of thing. That would be in excess of 
the breakout cost. 

Mr. Casry. What is your guess as to the value of one of these ships 
you propose to trade in just asa hull? That is the basis on which I 
understand we are going to trade them. 

Mr. Brrunarpt. You are talking about a C-1? 

Mr. Casey. Yes, sir. 

Mr. BrttHarpt. On today’s market ? 

Mr. Casey. In other words, if you want to do it on a commercial 
asis. 

Mr. BrtiHaArpt. Probably $500,000 or $600,000. 

Mr. Casey. That is what you would seek to get for it on a trade-in, 
is that right? 

Mr. Briuwarpt. Yes. 

Mr. Casry. What would you try to bargain with them on the basis 
of the C-3? What would it be worth to you? 

Mr. Brttuarpt. The C-2 is worth a couple of hundred thousand 
dollars more than a C-1. 

Mr. Casry. But I am talking about the C-3. That is what you 
want, is it not? 

Mr. BrttHarpt. No, I think we would go for the C—2’s. 

Mr. Casey. You would trade on the basis that you would like to 


trade in your C-1 for $600,000 and pay $200,000 difference for a C-2, | 


is that right ? 
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Mr. BrtHarvt. Roughly, something like that. 

Mr. Casey. So that you would have to have $200,000 cash there and 
then you would have to pay to put the old C-1 up which would run, 
you Say, less than $100,000. 

Do you have any estimate as to about what it would run? Would 
it run more than $50,000 ? 

Mr. Brtyarpr. I do not know what they are going to require on 
layup, but I would think that you could do it for $50,000. 

Mr. Casey. Then you have to do some work on the one you traded 
for, and you think that would run in excess of $100,000? 

Mr. Brzyarpr. Oh, yes. I would think it would run $150,000. 

Mr. Casey. So that you have about $400,000 to lay out in mak- 
ing the trade, considering the cash difference. 

As I understand this tax proposition, if you have this one that you 
trade in on your books and have depreciated it down to, say, $500,000, 
and you get $600,000, you are going to have to pay a tax on the 
$100,000 gain; is that right ? 

Mr. BrttHarpr. That is right. 

Mr. Casey. And it is not delayed. You have to pay that? 

Mr. Brntyarpt. That is right. 

Mr. Casey. You have $400,000 plus your taxes on your capital gain 
to put that ship into operation. 

r, SCHLEFER. Mr. Casey, so that the record is not confused on the 
matter, as I read the bill, and as I think it-is intended, Maritime will 
make an allowance from the value of the traded-out vessel for the cost 
of putting it in class. 

Mr. Casty. Where do you find that? As the bill is written, that is 
true on military-type vessels. 

Mr. Scuterer. In paragraph 3, on page 2 of the bill, it says: 

In determining said fair and reasonable value, the Secretary shall consider 
the cost of placing the vessels in class with respect to hull and machinery; 
and I would assume that that meant that, if it cost $100,000 to put 
the C-2 in class, Maritime would reduce the value by $100,000; that 
is, if there was a $200,000 differential between the C-—1 and the C-2, 
they would reduce the value of the C-2 by $100,000 for the cost of 
putting it in class. 

At least it is our understanding that that is what is intended by the 
legislation. 

Mr. Casry. The admiral suggested we cut this out with reference 
to the military type. In other words, you would bear all of that 
expense. 

Mr. Scuterer. Yes. 

Mr. Casry. I believe that is all. 

Mr. Asniey. Are there any other questions? 

Mr. Pelly? 

Mr. Petty. I have no questions. 

Mr. Totiterson. Mr. Ashley? 

Mr. Asuiry. Yes. 

Mr. Toiierson. I do not know whether you can answer this but, on 
this matter of the Secretary considering the cost of placing the vessels 
in class with respect to hull and machinery, that is a longtime prac- 
tice, is it not? 

Mr. Scuterer. Pardon me, sir? 
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Mr. Totxerson. I say, this provision that you make reference to jn 
paragraph 3: 

In determining said fair and reasonable value, the Secretary shall consider the 
cost of placing the vessels in class with respect to hull and machinery— 

That policy or philosophy is not new? 

Mr, Scuterer. No, sir. 

Mr. Totierson. That is what they have done in the past? 

Mr. Scuuerer. Yes, sir. The problem, I think, that arises with re- 
spect to Maritime’s amendment that the cost of laying up the C-1 shal] 
be borne by the company and no consideration in the valuation of the 
vessel is contemplated by Maritime for that cost, and that is a burden 
on the exchange in addition to a straight commercial transaction. Th 
other words, you have a straight commercial transaction and then the 
operator in addition has to pay the cost of laying up the vessel. 

Mr. Toitterson. That is a quid pro quo. You take care of one, and 
they take care of the other. 

Maritime, by way of allowance, would take care of placing the ships 
in class. 

Mr. Scuterer. That is assuming, Mr. Tollefson, that there is enough 
room in the differential to take care of it. 

For example, if in the differential between the C1-B and the C-2 
there were $200,000 and it cost $250,000 to put the vessel in class, 
Alcoa would have to pay the additional $50,000 if it went through with 
the transaction on that basis since the bill provides that Maritime will 
not pay any money to the operator. 

Mr. Asuuey. Are there further questions? 

Mr. Billhardt, we are very happy to have had you here and appre- 
ciate your statement very much indeed. It has shed a lot of light on 
this legislation. 

Mr. Brinarpt. Thank you. 

Mr. Asuiry. The next witness is Adm. Frank M. McCarthy, senior 
vice president of A. H. Bull Steamship Co. 


STATEMENT OF ADM. F. M. McCARTHY, SENIOR VICE PRESIDENT 
AND DIRECTOR, A. H. BULL STEAMSHIP CO., NEW YORK, N.Y.; 
ACCOMPANIED BY MARK P, SCHLEFER, COUNSEL, KOMINERS & 
FORT, WASHINGTON, D.C. 


Mr. Asuiey. We are pleased to have you here this morning, Ad- 
miral, and you can proceed by reading your statement or otherwise 
as you see fit. 

Admiral McCarruy. My name is Frank M. McCarthy. I am senior 
vice president and director of A. H. Bull Steamship Co. and a vice 
president of its wholly owned subsidiary, the Bull-Insular Line, Ine. 
Our principal office is at 115 Broad Street, New York City. 

Bull has operated in the Puerto Rico trade since the late 19th 
century, in the coastwise trade since about 1902, and has engaged in 
other general cargo and charter operations. It is the principal carrier 
in the Puerto. Rico trade offering two sailings each week from New 
York and one sailing each week from Baltimore and Philadelphia. 
In this general cargo service it regularly employs six C-2 type vessels, 
using two extra C-2’s as scheduling and traffic warrants, as well as 
Liberty ships for extra lifts, explosives, and other special cargoes. 
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Bull also operates in the coastwise bulk trades. Its fleet consists of 
eight C-2 type vessels, three Liberty-type colliers, and four conven- 
tional Liberty ships. vou Lag “8 

The Bull companies support enactment of legislation authorizing 
the exchange of war-built vessels for more efficient or desirable vessels 
owned or to be acquired by the Government. If the bill is enacted 
into law, Bull contemplates the exchange of two to four vessels now 
in its existing fleet for from two to four C-4-type vessels. It expects 
to utilize the C—4-type vessels for combination van, container, break- 
bulk operations in its West. Indies service. Without any alteration 
of the vessel our analysis indicates that the commercial C-4 would per- 
mit the handling of forty-eight 35-foot trailers, leaving 670,000 cubic 
feet of cargo space for smaller vans, containers, and break-bulk cargo. 
With deck alterations and some conversion, the C-4 can be expanded 
to handle eighty-four 35-foot trailer boxes or 168 17-foot vans or a 
combination of both, with about two 17-foot vans to one 35-foot trailer, 
with no reduction in break-bulk cargo space. 

With more extensive alterations the C-4-type vessel can be expanded 
into a unit capable of carrying 178 35-foot trailers or 356 17-foot vans 
or a combination of both, leaving almost the equivalent of a C-2 in 
cubic capacity for break-bulk cargo space—about 435,390 cubic feet. 
The estimated costs of these alternative conversion plans which have 
been prepared for our company are as follows: 





Plan 1. Deck alterations and some conversion of C-—4: 





Oat off bridge house and boats: ..ji2sis iis See iii $36, 000 
SOG SCTA DP: DONKC ss oe co enc s ish ccess ububiawninetiatabn kulsthdoe 1, 000 
Install rail saddles for containers 2 to 6_______________ ea eat a 50, 000 
BO a. OI a aie tacpealte ate ainda an a EE ee 15, 000 
Install’ 14’ covers on ¢idepérte... 2 5 PO ee ia 75, 000 
Relocate steering, radar, fire, signals._.._...__.___~_.__ 50, 000 
Shift monkey wheelhouse and wings________________________ 50, 000 
Sue captain s omee and room, ragio........_... > 5 eed 50, 000 
Box tiedowns and miscellaneous_________________ Ne ee ate 50, 000 

Witenes: oni ios ote ty Ce fe eae 375, 000 

Plan 2. Extension conversion of C-4: 

SCI Pi Oe eT ce iuinbavmmuc cue 5, 000 
Remove booms and winches 5 and 6______________________ 2, 000 
Relocate bulkheads 5 and 6 (13 feet aft) _--____________________ 56, 000 
maw Geck (mete leo c.f cing 5d wt il aes ple . 40,000 
is BORN EATMA OOVCNGL. C00 ON 60, 000 
Cut out all ’tween decks________ ct anes rn ps ited ieee ala 20, 000 
paetene wan polkiGage. 2 2 alist Ae FU oie. ie oe ee 60, 000 
Re: WRI he oo ete on Jettisep is. 50. ert s9en. 15, 000 
O6ONG@6 bck ees isl cd accisties coh eeeceoucit af ae 200, 000 

ROOM VOTEIOT: COBURG ocak ee ec ee eae 833, 000 


An alternative to ship crane in plan 2 is shoreside cranes which may 
be rented. 

These plans to upgrade its fleet by acquiring from two to four C-4 
vessels are a part of Bull’s steady program of developing its unitized 
cargo operations in its general cargo service. As a result of studies 
which were carried on through World War IT, Bull started using small 
8-foot cargo containers in its regular break-bulk cargo ships imme- 
diately after it resumed commercial operations in 1946. 
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After further studies, in the early 1950’s Bull put into service jtg 
specially constructed Bull Line safety van—a 15-foot van with both 
side and end loading. The side loading was designed for the narroy 
streets in old San Juan in Puerto Rico, and the end loading for the 
platform truck loading operations in the United States. The number 
of these vans has been steadily increased and their design has been-im. 
proved. Refrigerated vans were put in service. 

In December of 1959, Bull added 70, large, 33-foot trailer bodies, 
and placed an order for 166 new 35-foot dry cargo demountable trailer 
bodies with matching chassis and thirty 35-foot refrigerated demount- 
able trailer bodies and matching chassis. Deliveries under these orders 
are now underway and are to be completed by April 1. 

Incidentally, the last delivery is being made this week. 

From its long experience with the Puerto Rico trade and unitized 
operations, it is the belief of this company that a comprehensive sery- 
ice must include break-bulk service as well as containers, vans, and 
trailers in various sizes and types to suit the particular needs of in- 
dividual shippers and consignees. 

There are, for example, many shippers in the Puerto Rico trade who 
cannot ship the volume of cargo necessary to fill a 35-foot trailer. In 
such cases, the smaller 17- or 15-foot van would be more suitable and 
shippers of still smaller quantities can utilize the 8-foot containers, 
Moreover, a substantial amount of cargo is not susceptible to con- 
tainerization. These include such important traflic as automobiles, 
trucks, long-length pipes and steel plates, parcels of bulk cargo, et 
cetera. The C—4-type vessel would give us enough space to combine 
in one ship the variety of unitized operation, and the break-bulk cargo 
space which we need for an expanded, comprehensive service. 

As the committee is undoubtedly aware, S. 2618 introduced on the 
Senate side by Senator Engle was identical to the bills introduced here 
by the chairman of this committee and by Mr. Tollefson. The Senate 
committee has reported out unanimously a bill which reflects the 
amendments suggested by the interested governmental agencies as well 
as certain technical amendments. Bull has studied the bill as reported 
out by the Senate committee and supports the legislation in that form. 

It 1s important that, as contemplated by this legislation, vessels of 
the military type which the Navy deems no longer necessary to be 
retained in the reserve fleet, may be exchanged and the cost of convert- 
ing such vessels for normal commercial operation be reflected in the 
valuation of the vessels for exchange purposes. The C-4’s in the 
reserve fleet may be classified as military type and it is essential to 
Bull’s plans for improving its combination container and break-bulk 
facilities, that such ships be made available for exchange. 

Mr. Asuiey. Thank you, Admiral. 

I wonder if, just for my own edification, you would enlighten me 
with respect to your terminology on page 1, when you talk about “van 
container break-bulk operations.” 

Admiral McCarrny. Mr. Chairman, a conventional ship is called 
a break-bulk type vessel for the simple reason that all of the cargo 
which is loaded on to it or discharged from it is handled manually by 
longshore gangs at each hatch. A containerized service is a so-called 
unitized load. Today the tendency is toward so-called automation. 
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For quite some time the steamship industry has used what they have 
called a Dravo-type container. That was a steel box, roughly, of 275 
cubic feet, about 8 feet square and 6 feet 7 inches high. In time that 

ew to a unit of 15 feet in size. Gradually, because of studies that 
had been made by the industry and also studies made by the Maritime 
Board, standard-sized types began to be adopted. 

Today there is one group that advocates the family of sizes 8 feet 
as distinguishing a 275-foot box, 17 feet which will run in the area of 
about 1,000 cubic feet, and 35-foot dry cargo boxes which will run in 
the area of 2,100 cubic feet. 

The point and the advantage is that. by unitizing these loads, the 
American industry will be able to reduce their costs considerably. 

Today most of the expense in operating a vessel goes to the shore- 
side activities consuming as much as 60 percent of revenues in certain 
trades so that the trend is toward automation, but we feel that you 
cannot have complete automation because, to render a common-carrier 
type of service where you hold yourself out to carry anything and 
everything that is offered to you, you cannot very well, as I have 
described, put an automobile into one of these units or a 40-foot pipe 
orany of those commodities. 

Mr. Asutey. You speak of your 35-foot trailers. Those do not have 
wheels, I take it ? 

Admiral McCartuy. No, they are on a demountable chassis. The 
wheels remain at shoreside. The unit becomes automatic-locking, and 
when a tractor is affixed to it, it can move on to its destination. 

Mr. Asuuey. Is this a relatively new development ? 

Admiral McCarrny. Yes, it is a relatively new development. The 
Navy Department, as you know, built the roll-on, roll-off ship, the 
Comet. It is in service. Then there likewise was a converted LSD 
belonging to the Navy into a roll-on ship, the Carib Queen. 

Experience has indicated that you are wasting an awful lot of ship 
space and ship time carrying the wheels, so that the development has 
been toward these units which will nest one on top of the other and 
lose very little space as compared to a roll-on, roll-off ship. 

Mr. Asuiry. Thank you very much. 

Mr. Tollefson ? 

Mr. Totterson. I have no questions. Thank you, Mr. Chairman. 

Mr. Asuztey. Mr. Downing ? 

Mr. Downtne. I have no questions 

Mr. Asutey. Mr. Casey ? 

Mr. Casey. I have no questions. 

Mr. Asutey. Mr. Mailliard. 

Mr. Mariurarp. I have no questions, Mr. Chairman. 

Mr. Asutey. Mr. Pelly? 

Mr. Petty. No questions. 

Mr. Asuiry. Counsel? 

Mr. Drewry. I have no questions. 

Mr. Asuitry. Thank you very much. That was a very good state- 
ment. 

Admiral McCarruy. Thank you, sir. 

Mr. Asutey. Our next witness is Mr. Marvin Coles, representing 
the American Tramp Shipowners Association. 
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STATEMENT OF MARVIN J. COLES, COUNSEL; ACCOMPANIED py | 


SIDNEY H. STARBUCK, EXECUTIVE SECRETARY, AMERICAy | 
TRAMP SHIPOWNERS ASSOCIATION, INC., NEW YORK, Ny, 


Mr. Cores. Mr. Chairman, my name is Marvin Coles. I am an gf. | 
torney representing the American Tramp Shipowners Association, 
With me is Mr. Sidney H. Starbuck, the association’s executive secre. 
tary. We appear in support of this bill with certain suggested amend. 
ments. 

In view of the length of my statement, Mr. Chairman, may T agk 
that it be incorporated in toto and then may I try and move over it | 
little briefly ? 

Mr. Asuizy. That would be fine. 

Thank you very much for this suggestion. 

(The statement follows :) 


STATEMENT BY MARVIN J. CoLES ON BEHALF OF AMERICAN TRAMP 
SHIPOWNERS ASSOCIATION, INC. 


Mr. Chairman, my name is Marvin Coles. I appear as an attorney in behalf 
of the American Tramp Shipowners Association, Inc. My appearance is in sup. 
port of H.R. 8890, with suggested amendments. 

May I say at the outset that tramp vessels are contract rather than common 
carriers. They operate on no set routes but go wherever cargoes offer. They 
earry bulk cargoes such as coal, ore, grain, bauxite, lumber, and the like. Their 
importance to the American merchant marine can be seen from the fact that over 
70 percent of the total waterborne dry cargo exports and imports of the United 


States are carried on tramp ships. I regret that despite the importance of tramp 


vessels to our Nation’s commerce and wartime needs, only a very small part of 
this 70 percent is carried on American tramp ships. 

The American tramp fleet is presently in a very poor state of economic health, 
Under existing law, it is held not eligible for operating subsidies and hence can- 
not compete with foreign-flag tramp vessels. Under a recent interpretation of 
the so-called 50-50 statute, American tramp ships are not assured of the same 
amount of government aid cargoes as are shipped on foreign-flag tramp vessels, 
The two owners of the largest number of American-flag tramp ships have re 
cently become bankrupt. 

Foreign-flag tramp vessels have been built in recent years in tremendous nun- 
bers. Because of their high operating and construction cost disadvantage, no 
American tramp ship has been built since the war and no new tramp construction 
seems possible. Accordingly, the only prospect of improving this dying segment 
of the American merchant marine would appear to be to permit it to improve its 
fleet by authorizing it to trade in its existing vessels for higher quality ships as 
suggested by the pending bill. Economic circumstances are such that I must in 
fairness tell the committee that we have no assurance that American tramp own- 
ers will be able to trade in their vessels for better tonnage. But a reasonable 
possibility that this may be done does exist; and it would seem to be the only 
practical way of upgrading the American tramp fleet under existing economic 
circumstances. 

While we support the bill, we believe that some clarification and change is re- 
quired if it is to be of practical benefit to the American tramp owners. May we, 
therefore, suggest certain changes which we think will clarify the bill and re 
sult in greater fairness both to the Government and to the shipping industry. 

The initial section of the bill authorizing the Secretary of Commerce to acquire 
war-built vessels in exchange for more modern or efficient war-built vessels owned 
by the Government seems sound except for a technicality I shall mention later. 
The conditions under which such exchanges shall be made, however, cause some 
confusion and inequities and jeopardize the practical utility of the legislation. 
May I, therefore, comment on several of the clauses and make certain suggested 
changes designed better to accomplish the purpose of the proposed legislation. 

The subsection numbered “(1)” beginning on page 2, line 4, states that the 
traded-in vessel shall have been owned and operated without subsidy by a citizen 
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BY or citizens of the United States, and documented under the laws of the United 

States for at least 3 years prior to the date of the exchange. When this legisla- 
AN tion was before the Senate Committee on Interstate and Foreign Commerce, I 
had read this clause to infer that the same owner had to own the vessel for 
the 3-year period. On rereading this clause, it now appears to me that so long 


at. | as the vessel was American owned, and operated without subsidy, for the 3 years 

prior to the date of exchange, it could have been owned and operated by more 
on, than one citizen. There is, however, some ambiguity in this language. May I 
Te- | suggest that the committee may wish to clarify this by language in the report 
id. | stating that the traded-in vessel may have been owned by more than one person, 


so long as all of the owners in the 3-year period were American citizens. Per- 
isk haps this is an abundance of caution, but I do not believe that the committee 
would wish to see any American owner precluded from trading in his vessel 
ta because of the fact that he had purchased it within 3 years of the proposed date 
of exchange, so long as it had previously been owned by American citizens for 
a combined period sufficient to make up the 3-year term. 

The board of directors of the American Tramp Shipowners Association has 
asked me to invite the committee’s attention to the fact that a number of vessels 
have been brought back to U.S. registry after having been documented under 
foreign flag. As American vessels, these would be subject to trade-in under 
the proposed legislation so long as they have been documented under the laws 
of the United States for at least 3 years prior to the date of exchange. The 
poard of directors feel, however, that this bill should not permit additional ships 
to be brought back to U.S. registry after the enactment of this bill and sub- 
iP sequently permitted to be traded in under the provisions of this pending legis- 

lation. To prevent this, a semicolon could be inserted at the end of sub- 
paragraph (1) on page 2, line 11, in place of the period and by adding the words 
> “provided, however, that no vessel redocumented under the laws of the United 
. States subsequent to the date of enactment of this bill shall be eligible for trade- 


¥ in hereunder.” 

ay Subsection (2) on page 2, line 9, of the bill would provide that the fair and 
tp | reasonable value of the traded-in and traded-out vessels shall be determined, as 
of of the date of exchange, pursuant to subsection (d) of section 510 of the Mer- 
chant Marine Act, 1986. The latter subsection (d) provides that the exchange 
h, value of obsolete vessels traded-in to the Government for an allowance of credit 
» | on a new vessel to be constructed under the Merchant Marine Act shall be deter- 
of mined by considering (i) the scrap value of the ship, (ii) the depreciated value 
ae based on a 20-year life, and (iii) the world market value. Computation under 
: this formula has always been difficult and substantial differences of opinion have 

arisen. 
; As the pending bill provides that both the traded-in and traded-out vessels are 


j war-built ships, they would both have been valued under the formulas pro- 
" vided by the Merchant Ship Sales Act of 1946. Accordingly, I believe confusion 


ma would be avoided and both ships would be evaluated on the same simple standard 
nt if the bill were to be amended to provide that the adjusted statutory sales price, 
ts or the floor price, at which the vessels were sold or available for sale under the 
is Merchant Ship Sales Act of 1946 should be used as the starting point in com- 
n puting the value of both the traded-in and traded-out value. Such values for 
af both vessels would then be adjusted by depreciating them on a 20-year life from 
le the date of delivery to the date of exchange. 
y May I invite the committee’s attention to the fact that in General Order 
le 60 the Maritime Administration applied the formula of the Ship Sales Act and 
established prices for each common type of war-built ship to be sold under the 
e 1946 act. For example, the standard Liberty ship had a floor price of $544,506 
e, while a Victory of the VC2 or slow type had a floor price of $879,157. If these 
e prices were depreciated on a 20-year life from the date of the original delivery 
y. of the ship, an adjusted statutory sales price or a “floor price” as of the date of 
e exchange could be computed for both the traded-in and traded-out vessels on an 
’ equal basis. If this were done, a specific standard of pricing for both ships 


would be set whereas the clause presently in the bill could cause serious 
e difficulties. 


h. Accordingly, may we suggest that subsection (2) be amended to read: 

d “The fair and reasonable value of the traded-in and traded-out vessels shall be 
determined as of the date of the exchange by depreciating to the date of ex- 

: | change the adjusted statutory sales price of the vessels as computed pursuant 


to the formula contained in the Merchant Ship Sales Act of 1946 on the basis 
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of a 20-year life beginning for each vessel on the date of its original deliver 
from the shipyard.” y 

Subsection (4) of the bill provides that the value of the traded-out Vessel 
in excess of the value of the traded-in vessel shall be paid in cash at the ting 
of the exchange. While this provision will be satisfactory to many owner 
who are in strong financial position, many tramp owners would not be able to 
pay the differential in cash. This would be particularly true where the traded-in 
vessel is presently subject to a mortgage to the Government or a financia) 
institution. May I suggest, therefore, that the purpose of the bill of upgrading 
the existing fleet could best be accomplished by providing that the differentia) jy 
price may be paid in equal semiannual installments over the period of time 
from the date of the exchange to the date 20 years after the original delivery 
of the traded-out vessel from the shipyard. To secure this payment obligation 
a first preferred mortgage would be given to the Maritime Adiministration in 
the amount of the deferred payments with interest at the rate of 314 percent gs 
set by the Merchant Ship Sales Act of 1946. 

Subsection 4, as well as the general tenor of the bill, indicates that only one 
vessel may be traded in for one vessel traded out. In view of the greater valye 
of the ships to be traded out, may I suggest that the bill be amended go ag ty 
permit more than one vessel to be traded in for a single ship to be traded out 
In the bill as reported by the Senate committee, an amendment was made to sy}. 
section 4 which would permit this. The Senate committee’s version also pro. 
vided, however, that no payment should be made by the United States to the 
owner of a traded-in vessel in connection with any exchange under this section, 
While such a provision is certainly proper, a situation may occur in which two 
traded-in vessels may have a total value greater than the traded-out value, but 
such traded-in vessels may be mortgaged to the Government. To the extent that 
the total trade-in value of the turned-in vessels, less the outstanding Gover. 
ment mortgages, may be less than the total price of the vessel to be received from 
the Government in exchange, it would appear proper to allow such an exchange 
to be made. For in such case there is no cash payment by the Government to the 
shipowners. 

To accomplish these several suggestion, may I suggest that subsection (4) 
be amended along the following lines: 

“(4) The value of the traded-out vessel which is in excess of the value of the 
traded-in vessel shall be paid either in cash at the time of exchange or in equal 
semiannual instalments from the date of exchange to the date 20 years after the 
original delivery of the vessel from the shipyard. Interest at the rate of 3% 
percent per annum shall be payable semiannually on the outstanding amounts of 
such indebtedness. The obligation with respect to the payment of any unpaid 
balance and interest thereon shall be secured by a preferred mortgage on the 
traded-out vessel. The traded-in vessels shall be free of all mortgages and other 
liens at the time of exchange. No payments shall be made by the United States 
to the owner of a traded-in vessel or vessels in connection with any exchange 
under this subsection except that any excess in the value of traded-in vessels may 
be applied against outstanding notes and mortgages to the United States on such 
ships or other ships owned by the same owner.” 

Under subsection (e) of section 510 of the Merchant Marine Act, 1936, to which 
the proposed legislation would be an amendment, provision is made that no gain 
shall be recognized to the owner for the purpose of Federal income tax in the 
trade-in of a vessel. In other words, if a vessel is depreciated to a book value 
less than the trade-in allowance granted, the owner is not required to pay capital 
gains tax on the excess. However, to compensate for this, subsection (e) fur- 
ther provides that the basis for gain or loss, and for depreciation for Federal 
income tax purposes, of a new vessel acquired shall only be the basis of the 
obsolete ship increased in the amount of the cost of the new vessel. As al 
example, suppose a traded-in vessel has a depreciated book value of $50,000 and 
(2) its trade-in value under section 510 is $200,000; under paragraph (e) there 
would be no tax on the excess of $150,000. To compensate for this however, the 
depreciation base on the new vessel is only $50,000 plus such additional amounts 
as may be expended for it. This procedure is fair to the Government, in that 
there is no gain in depreciation base over that previously existing and fair to 
the shipowner in that he is not required to pay out any cash or capital gains tax 
which would nullify a substantial nortion of the trade-in »llowance. The non 
taxable exchange (like-for-like exchanges) provisions of the Internal Revenue 
Code would appear to give the same results. Subsection (6) of the pending bill 
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would provide, however, that the above mentioned provisions of subsection (e) 
of section 510 shall not apply to exchange of vessels under the proposed 
legislation. 

If subsection (6) were included in this legislation as it appears in the bill, the 
purpose of the bill might be largely defeated. For example, suppose an owner 
has a vessel which has been fully depreciated to scrap value but he receives a 
higher trade-in value for the ship. He would thus be required to put out in cash 
for capital gain tax 25 percent of the difference between his book value and the 
trade-in value. In many cases, this payment would not be available or would 
handicap the owner’s ability to obtain better tonnage under the proposed legis- 
lation. On the other hand, if the provisions of paragraph (e) of section 510 of 
the Merchant Marine Act, 1936 are permitted to apply, the Government will not 
suffer in that the base of the traded-out vessel will be only the base for de- 
preciation purposes of the traded-in ship plus such additional payments as are 
made thereon. Accordingly, no depreciation disadvantage will accrue to the 
Government, Accordingly, may I suggest that the committee amend subsection 
(6) of the pending bill by striking out the word “not” as it appears in page 3, 
line 23, or by striking out all of subsection 6. 

May I add one further request on behalf of a client of this office who is not 
a member of the Tramp Association. That client owns two American tanker 
vessels which were built in 1940 and in 1943. During the war, they were re- 
quisitioned for use by the War Shipping Administration rather than requisi- 
tioned for title. 

The committee will please note that in the first paragraph of this bill the 
Secretary of Commerce is authorized ‘‘* * * to acquire war-built vessels (as 
defined in section 3(b) of the Merchant Ship Sales Act of 1946) in exchange for 
more modern or efficient war-built vessels owned by the United States.” Sec- 
tion 3(b). of the 1946 act defines a war-built vessel as an oceangoing vessel of 
1,500 gross tons or more, owned by the United States, suitable for commercial 
use and which was (1) constructed or contracted for by the United States be- 
tween January 1, 1941, and September 2, 1945, or (2) which having been con- 
structed during the period beginning September 3, 1939, and ending September 
2, 1945, was acquired by the United States during such period. 

You will note that this latter provision would cover any vessels which were 
taken for title by the Government during the war. The two vessels now owned 
by my client were taken and used by the Government during the war, but title 
to them was not acquired by the United States. As a result, these two vessels 
would not be eligible for trade-in under the pending bill. While I do not spe- 
cifically know of any other ships in this category, I would presume that there 
would be a substantial number, as many vessels were taken by the Govern- 
ment during the war for use rather than for title. 

This particular client is anxious to trade in these two vessels. Certainly the 
committee would not wish to disqualify people from utilizing this bill because 
of a technicality that the vessels were acquired by the United States for use 
rather than for title. May I suggest, therefore, that the bill be amended by 
inserting a comma on page 2, line 1, after the parenthesis mark and adding the 
words “* * * or other commercial vessels of over 1,500 gross tons built in 
American shipyards during the period beginning September 3, 1939, and ending 
September 2, 1945.” 

On behalf of the association and myself, may I express our appreciation for 
the opportunity to be heard on this legislation. Should there be any questions 
which the committee may have, I shall be pleased to attempt to answer them. 

Since preparing the written statement submitted to the committee, two addi- 
tional thoughts have come to mind. In subparagraph 3 on page 2, provision is 
made that the Secretary shall consider the cost of placing the traded-in vessel 
in class with respect to hull and machinery, and the cost of reconverting and 
restoring the traded-out vessels for normal operation in. commercial service. 

The words “reconverting’ and “restoring” were originally used in the Ship 
Sales Act of 1946. As a result of those words having been used. Great Lakes 
shipowners were for many years barred from the benefits of the Ship Sales Act, 
as the Maritime Administration ruled that reconverting and restoring did not 
include converting for Great Lakes use despite the fact that the cost would be 
no greater. This committee and the Congress subsequently enacted legislation so 
as to include Great Lakes shipowners. May I suggest, therefore. that a permit 
this legislation to be utilized for the Great Lakes trades, that there be inserted 
on line 16, page 2, after the word “restoring” a comma and the words “or 


~ 


converting for use on the Great Lakes and connecting waterways,”. 
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_In the Senate version of this bill, a clause numbered (8) was inserted to pro- 
vide that the owner of a traded-in vessel would at his own cost, and in a map. 
ner satisfactory to the Secretary of Commerce (a) effect deactivation and 
preparation of the traded-in vessel for layup; (6) make delivery of the veggc 
and its equipment at a location designated by the Secretary, and (c) execute 
a bond with approved sureties to indemnify the United States from any loss 
resulting from a lien against the vessel existing at the time of the exchange. 

The deactivation costs can be very high. Therefore, may we suggest that if 
a clause of this kind is inserted the committee report show an intent that the 
vessel merely be veactivated in a manner satisfactory to put her into the laidup 
fleet and that drydocking and similar costly procedures are not required. Ag 
for delivery of the vessel, could the committee report show that it may be de 
livered at the nearest laidup fleet in order to prevent the owner having to haye 
it towed to a distant fleet with the resultant expense thereof. As for the bond, 
may I point out that a surety bond is often expensive, and that the one obtaip- 
ing the bond is often required to put up the full amount thereof as collateral, 
Could the committee report show, therefore, that instead of providing a surety 
bond from a commercial surety, the guarantee of the company obtaining the 
traded-out vessel would be sufficient to meet this requirement. While the mat- 
ters contained in section 8 may seem trivial, the sum total of their costs could 
be so large as to defeat the trade-in proposal. 

Mr. Cores. As the committee knows, tramp ships are contract car- 
riers. They carry bulk cargoes rather than general mixed cargos and 
they go on no set routes. Their importance to the American mer- 
chant marine may be shown by the fact that over 70 percent of the 
total export and import commerce of the United States moves on 
tramp ships. 

Unfortunately, only a very small part of this 70 percent moves on 
American tramps. 

The American tramp fleet is presently in a very poor state of eco- 
nomic health. We do not receive and are not eligible for any operat- 
ing subsidies. We do not even get the full 50 percent of aid cargoes 
in the sense that foreign-flag tramps get more than American-flag 
tramps do. Two of the largest American tramp owners have recently 
gone bankrupt. 

In the foreign tramp fleets, the picture is completely different be- 
cause a large number of brandnew ships have been built because of 
the ever expanding world tramp commerce. 

In America, at this time, without subsidy and with limitations on 
50-50 it seems almost impossible to visualize any new tramp build- 
ing for American flag. 

Accordingly, this bill seems to be the only way in which we could 
upgrade the American-flag fleet. 

Therefore, we support it but would like to make certain suggested 
changes. 

If the committee would look at subsection (1), it says: 

The traded-in vessel shall have been owned and operated without subsidy— 
and so on— 
for at least 3 years prior to the date of the exchange. 


There have been, due to bankruptcy, sale, and because other people 
have gone out of business, a number of transfers of American tramp 
shins from one owner to another. 

Under those circumstances, certain people have not owned their 
ships for 3 years. The sum total of American registry, however, in 
prior owners has been over 3 years. 
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I believe that the words in this legislation cover that so long as the 
yessel was owned by citizens for over 3 years, but may I suggest, to 
avoid any possible ambiguity, that the committee report so state that, 
so long as the vessel has been documented in American hands for at 
least 3 years, it would be eligible for trade-in. _ oy 

I might add that the board of directors of the American Tramp 
Shipowners Association have asked me to call to the committee’s atten- 
tion the fact that numerous vessels have been brought back to Ameri- 
ean registry and documented under American registry. Now, those 
vessels under this bill would be eligible for trade-in at such time as they 
have been held under American registry for 3 years. 

The association’s directors asked me to suggest to the committee 
your consideration of the advisability of providing that vessels 
brought back after the date of the enactment of this bill would not be 
eligible for trade-in. 

If I may go to subsection (2) of this bill, which states that the 
fair and reasonable value of traded-in and traded-out vessels shall be 
determined pursuant to subsection (d) of section 510 of the 1936 act. 
That section provides for valuation of the vessels on the basis of a com- 
bination of scrap value, the depreciated or book value based on a 20- 
vear life, and the world market value. It has led to many serious 
problems. 

Now, insofar as this bill provides for the trade-in of war-built 
vessels against. the trade-out of war-built vessels, may I suggest that 
a great deal of this confusion and possible inequity could be avoided 
if we provided that the Ship Sales Act price of both the war-built 
traded-in vessel and the war-built traded-out vessel depreciated on 
the 20-year life could be used for both ships as the pricing standard. 
In that way you have a formula set by the Congress in the Merchant 
Ship Sales Act and equally applicable to both. 

I might add that the formula is quite clear in the Ship Sales Act 
and I believe would be equally applicable if applied here. 

[have suggested on page 7 of my statement a suggested amendment, 
which would read that: 

The fair and reasonable value of the traded-in and traded-out vessels shall be 
determined as of the date of the exchange by depreciating to the date of exchange 
the adjusted statutory sales price, of the vessels as computed pursuant to the 
formula contained in the Merchant Ship Sales Act of 1946 on the basis of a 20- 
year life beginning for each vessel on the date of its original delivery from the 
shipyard. 

Mr. Chairman, may I divert for a moment and go to the first attach- 
ment which I have attached to our statement. 

If the committee will look at section 8 on page 2, they will note 
that in the last three lines an allowance is to be made for the cost. of 
reconverting and restoring such vessels for normal operation in com- 
mercial service. 

Now that is the language “reconverting and restoring” originally in 
the Ship Sales Act. You will recall, Mr. Chairman, that for many 
years Great Lakes operators were completely eliminated from getting 
ships under the Ship Sales Act because of the words “restoring and 
reconverting,” and it was necessary for this committee and the Con- 
gress to change by special legislation so as to provide the allowances 
not only for restoring and reconverting but for converting for Great 
Lakes use. 
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May I, therefore, suggest to the committee that this act should aly | 


be made applicable to Great Lakes trades by inserting after the wor 
“restoring” on line 16, a comma, and then adding the words “or gop, 
verting for use on the Great Lakes and connecting waterways.” 

Mr. Chairman, section 4 of the bill provides that the excess valy 
of the traded-out vessel shall be paid in cash. For a company like 
Alcoa which has large financial resources that is perfectly feasible 
For the average tramp owner, however, that is impossible. Under the 
Ship Sales Act, it was recognized that mortgage terms could be and 
should be granted and I daresay that more than half of the veggek 
were purchased on mortgages. 


So may we suggest that the differential between the traded-out yes. 


sel and the old vessel traded in be payable either in cash or payable 
on mortgage terms over the life remaining to the new vessel up to% 
years and with a preferred mortgage to the Maritime Administratigy 
to secure that obligation. 

I think that section (4) and section (1) also note or indicate tha 
only one vessel may be traded in for one vessel traded out. 

As the witness for Alcoa has pointed out, it is advisable I beliey 
that more than one vessel be permitted to be traded in for one traded 
out and, accordingly, may we suggest that section (4) be amended » 
as to clarify that more than one vessel can be traded in. 

To accomplish these two objectives we have an amendment on pages 
9 and 10 of my prepared statement which I do not believe it necessary 
to read. 

We also find that subsection (6) of this bill states that subsection (e) 
of section 510 of the Merchant Marine Act shall not apply to trade-ins 
under this act. That would be very disadvantageous to tramp owners 


Section 510(e) of the act provides that, if a vessel is traded in fora | 


new vessel, no gain or loss is recognized on the trade-in. For exam 
ple, if a vessel has a book value of $50,000 and it is traded in for 
$250,000, there is a $200,000 profit which normally would be subject to 
capital gains tax. 

However, if that money is put into the new:ship, there is no tax 
However, the base of the new ship is reduced by the amount of the 
capital gain. In other words, on the example I have given you, wher 
a vessel which has been depreciated to $50,000 traded in for $250,000 
and an additional $250,000 paid for the traded-out ship, there woul 
be no capital gains tax under section 510(e), the existing law which 
has existed for some 20-odd years. There would be no tax but the 
base of the new ship would not be $500,000 but would be $300,000 


t 
ye 


representing the $250,000 of new money and the $50,000 book value of 
the vessel that was traded in. That is fair to the owner because he is 
not required to pay out a capital gains tax at this time when hei 
exchanging like for like. It is fair to the Government for the de 
preciation base of the new ship is reduced by an identical amount. It 
is no different than the like for like provision if someone sells his old 
house and has a capital gain of $10,000 on that old house and, if he 
puts the money into a new house which he buys within a specified 
period of time, he does not pay capital gains but the base of the nev 
house is reduced. 

It would be awkward for tramp operators, in view of their limite 
financial position, to pay this capital gains tax as well as the trade- 
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and trade-out, so that we suggest that, as to this clause, the law be 
permitted to remain as it is by striking out section 6 or by striking out 
the word “not” in section 6, 

Mr. Chairman, may I also add two further remarks, one on behalf 
ofaclient who is not a member of the Tramp Shipowners Association. 
If the committee will look on page 1, beginning on line 9, they will 
find that the Maritime Administration is authorized to accept as trade- 
ins war-built vessels as defined in section 3(b) of the Merchant Marine 
Act of 1936. Now section 3(b) of the act defines war-built vessels as, 
one, vessels of over 1,500 tons constructed by or for the account of the 
United States between January 1941 and September 2, 1945; and, two, 
vessels ‘which were constructed from September 3, 1939, to September 
9, 1945, and which were acquired by the United States during this 
period. HAF or 

Now my client has two vessels which he wants to trade in. They 
were built within the 1939-45 period, one in 1940 and one in 1943. 
They were built for private account. 

They were taken by the Government and used during the war but 
they were taken for use. In other words, they were requisitioned for 
use rather than requisitioned for title, which was a very common 
thing for the Government to have done. 

Technically, therefore, these ships, despite the fact that they were 
in Government control all through the war, would not be eligible for 
trade-in under the verbiage of this act, and I do not think it would be 
in the intent of the committee or the Congress to leave out certain 
people. 

Therefore, I have suggested a certain amendment which appears on 
page 14 of the prepared statement. 

May I also add one further thing; that is, that, as mentioned by 
the witness for Alcoa, the proposed section 8 inserted in the Senate 
bill and I believe proposed by Admiral Ford here would require the 
deactivation expense to be borne by the owner. That is very expensive. 
In the case of Liberty ships which the Government is now selling for 
scrap, and I would presume those traded in would probably be sold 
for scrap, it does seem quite silly to require the traded-in ship to be 
deactivated at a large cost. I hope that can be kept to a minimum. 

Second, the Secretary of Commerce can designate where the ships 
can be delivered. We would like that to be “delivered to the nearest 
laid-up fleet.” 

Third, a surety bond is required to show that there are no liens 
against the ship. That is an expensive thing to get and also must 
be fully collateralized. May we suggest that, so long as the company 
getting the new ship guarantees against liens on the old ship, the 
Government would be fully protected. 

Mr. Asutey. That is a very excellent suggestion and a very excel- 
lent statement. 

I must say that, as a Representative from Toledo, Ohio, I consider 
your particular suggestion that we adopt language as suggested and 
I quote “or converting for use on the Great Lakes and connecting 
waterways” in order that that legislation may be utilized for the 
Great Lakes trade to be nothing less than generous. I think this 
language would have to be adopted in order for the legislation to 
be of any value to shipowners on the Great Lakes. 
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Mr. Cores. It would certainly have to be. You recall the confusion | 
and years of effort that we had before lake owners could buy ships | M 
Mr. Asuiry. I would like to know a little bit more about your | I th 
reason for suggesting that we preclude the trade-in of ships which at} M 
the time of the effective date of the bill would be under foreign | gest 
registry. dese 
Mr. Cotes. The point there is this: There is nothing in the law! stat 
preclude ships from being brought back to American registry, ani} = 
some have been. People ‘have argued the propriety of that but cp.) M 
tainly it is proper under the law. v1 
Now, what the Board of Directors seeks to prevent. is someone bring. | ship 
ing ina ship after the enactment of this law for the purpose of tr; rding ship 
it in 3 years hence. I think that is the sole purpose of the suggestion) (oy 
Mr. Asuiry. Do you think there is a threat that, inasmuch ag M 
this would be a 5-year program, they could come in after the effective} ¢hat 
date of the act, wait 3 years, trade in their vessels. and then | inst 
foreign again ? are 
Mr. Cours. No, I do not see any possibility of going foreign with a tanl 
better vessel. You would certainly have to go through Maritime put 
procedure to get permission. I do not know whether it is a threat ean 
I do not know whether this is a precaution but it is a possibility, may) mat 
I put it that way, and the Board asked that I bring it to the commit. | eq 


tee’s attention, Mr. Ashley. whi 
Mr. Asuixy. Mr. Tollefson ? wos 
Mr. Totierson. Yes, thank you. can 


/ 
May I ask, Mr. Coles, if these suggested amendments that are con) of 5 


tained in your statement were submitted to the Senate committee when | cen; 


it considered its bill ? und 
Mr. Coes. Some were and some were not, Mr. Tollefson. | ise 
This request for a committee clarification of the 3 years was sub} bec 
mitted in amendatory language, but, on close reading, I do not he M 


lieve it needs an amendment and, therefore, merely ask that the com- 
mittee report clarify it to prevent ambiguity. 

Some of the others were made to the Senate and some were not. The 
Great Lakes amendment was not, for example. I just do not recall 
without going through it completely. 

Mr. Touierson. Coming back to the question that the chairman pag 


asked you concerning the time limitation within which vessels that l 
have returned from foreign flag to American flag could benefit under) the 
this bill, is your suggestion designed to prevent some people who have M 
seen fit to transfer foreign now to run back under American flag in skij 
order to take advantage of this legislation ? I 


Mr. Cours. Yes, Mr. Chairman. It is a lot broader than that be) able 
‘ause you must recall that our Government sold well over a thousanl) yess 
war-built. vessels to foreigners. Those vessels could all be transferred) ves: 
back to the United States. You or any member of this committee @ hay 
any American citizen could buy a foreign vessel which was transferrel| ton 
by our Government in 1947 to any foreign registry, bring it back, if t 
document it under the laws of the United States, and 3 years late) the: 
trade it in. It is doing so after the date of enactment of this legislt the 





tion that we suggest be prevented. req 
Mr. Totierson. That isall, Mr. Chairman. N 
Mr. Asuiry. Mr. Downing? to t 
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Mr. Down1na. You have some very cogent suggestions here which 
I think might well be studied and then come back to them later. 

Mr. Asutey. I could not agree with you more. Some of your sug- 
gestions are extremely cogent and well taken and are going to be 
deserving of considerable study inasmuch as we just received your 
statement at this time. 

Mr. Cotes. Thank you. 

Mr. Downtna. On page 2, you stated: 

Under a recent interpretation of the so-called 50-50 statute, American tramp 
ships are not assured of the same amount of government aid cargoes as are 
shipped on foreign-flag tramp vessels. 

Could you elaborate on that ? 

Mr. Corrs. Yes, sir. You will recall that the 50-50 statute says 
that the Government agencies shall take such steps as are necessary to 
insure that not less than 50 percent, and then in parenthesis the words 
are “computed separately for dry bulk carriers, dry cargo liners and 
tankers.” Up to about a year ago each category was separately com- 
puted. Whatever went on liners, at least half had to go on the Ameri- 
ean liner, and so forth. The Department of Agriculture said, “As a 
matter of fiscal policy we will only pay a total of 50 percent.” That 
led to their coming before this committee which passed a resolution 
which, in effect, said the matter of category by category of vessel 
would be left epen. That resolution was interpreted to read, and I 
cannot read it, frankly, in that sense, that so long as there was a total 
of 50 percent you did not have to give each category of vessel 50 per- 
cent. Asa result, foreign-flag tramps are able now to take more cargo 
under Public Law 480 than American-flag tramps are, which we feel 
is completely improper under the letter of the law and we believe to 
becompletely improper under congressional intent. 

Mr. Downtna. [am inclined to agree with you. 

I have no questions at this time. 

Mr. Asniry. Mr. Mailliard ? 

Mr. Martirarp. I have no questions. 

Mr. Asutry. Mr. Casey ? 

Mr. Casey. You did not develop one suggestion which you had on 
page 10, which is part of your prepared amendment. 

Do you anticipate that there will be some cases where the value of 
the traded-in vessel will exceed the value of the traded-out vessel ? 

Mr. Cores. Thank you, Mr. Casey. In my desire for speed I did 
skip over that. 

I do not foresee that any one vessel traded in will be more valu- 
able than one vessel traded out. I do foresee the possibility that. two 
vessels traded in may have a greater value than one. Many of these 
vessels traded in are mortgaged to the Government. Some owners 
have other vessels mortgaged to the Government so that it would seem 
to me that, if more than one vessel were traded in for a new vessel and 
if the sum total of the trade-in value less the mortgages was less than 
the traded-out vessel, it would be perfectly proper to offset that against 
the mortgage so long as the Government under no circumstances was 
required to make any payments to the company trading in the ship. 

Mr. Casry. You provide that the excess would be applied not only 
to the notes and mortgages of the vessel traded in but for any other 
ships owned by the same owner ? 
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Mr. Cougs. In the event, sir, that two ships were traded jn and 
the company had four ships, which is quite commonplace, and the gy. | 
cess was greater than the mortgages on the traded-in ships, then thy | 
excess could be applied against the mortgages on the other, 

When you keep in mind that those mortgages, Mr. Casey, are all ty | 
the Government, the Government is receiving full payment in thy 
way and there is no payment out by the Government. 

Mr. Casey. Do you have any suggestions as to how we might eo». 
rect. this 480 shipment proposition ¢ 

Mr. Corks. Sir, that problem is, I think, the biggest  probley | 
facing the tramp industry. It is the reason, I think, why the typ 
largest owners of American-flag tramps have gone bankrupt. I think 
if it is merely stated by the committee that the law is the law and tha 
these cargoes must be separately computed for category of vessels 
the problem is over. 

Mr. Casry. We tried to impress that in a special hearing here lag 
year and it did not seem to faze them one bit. 

Mr. Corrs. Oddly, the way the resolution of the committee reads 
I certainly would agree with the wording of it. The way it was ip. 
terpreted, sir, I disagree, because they have interpreted it to say that 
you can forget a category of vessels. I might add that the Comptnl. 
ler General has interpreted the law to say that no more should go ona 
foreign-flag tramp than on American-flag tramps. 

Mr. Asner. I would like to say, Mr. Casey, that the counsel ad- 
vises me that Chairman Bonner plans to review this whole situation, 
It is not actually pertinent to the bill before the committee. 

Mr. Casry. Thank you. 

[ have no further questions. 

Mr. Asutry. Mr. Coles, thank you very much for a very excellent 
and persuasive statement. 

Mr. Cotes. Thank you, sir. 

Mr. Asuiey. The next witness will be Mr. Richard Kurrus, repr- 
senting the Isbrandtsen Co. 


STATEMENT OF RICHARD W. KURRUS, WASHINGTON COUNSEL 
ISBRANDTSEN CO. 


Mr. Kurrus, Mr. Chairman, I think my remarks will just take les 
than 2 minutes. For those brief remarks, I do not have a prepared 
statement. 

Mr. Asuiezy. Let me say that 1am particularly delighted to see you, 
Mr. Kurrus. 

Mr. Kurrus. My name is Richard W. Kurrus. I am the Washing 
ton counsel for Isbrandtsen Co. 

Isbrandtsen operates several liner services including an eastbound 
round the world service and also a North Atlantic service, and in 
addition it operates several American-flag vessels in tramp trade, 

It is with respect to the latter operation that the company has 
interest in the pending legislation, which it supports. 

I will not state the reasons for our support of the pending bilk 
because they are precisely the same reasons that have heretofore beet 
stated by others, 

I would like to just comment briefly with respect to two amendmett | 
that have already been discussed. 
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In the first place, with respect. to subparagraph (1) on page 2, we 
support the clarifying amendment prepared by the American Tramp 
Shipowners Association, which would, in effect, provide that the per- 
son trading the vessel had to own it continuously himself for 3 years 
but merely that the vessel itself would have been documented under 
the U.S. flag for the 3 years immediately prior to the date of ex- 
change. As a matter of fact, we see no purpose for the 3-year limita- 
tion in any event. If any limitation should be necessary we would 
suggest that a 1-year limitation would be adequate. 

Pabsiine that the purpose of the limitation is to prevent specula- 
tion, in other words, people trading vessels back to the U.S. flag and 
then using this bill as a vehicle for obtaining some profit. 

On the other hand, the 3-year limitation might well prevent the full 
effectuation of the bill. 

Secondly, we support the amendment, seemingly agreed to by every- 
body else so far at least, that more than one vessel can be traded in 
against a vessel to be acquired under the bill. 

We also strongly urge the adoption of the amendment also dis- 
cussed by the American Tramp Shipowners Association, that, in a 
situation where the value of the traded-in vessels might exceed the 
value of the vessel to be traded out, the Government should be allowed 
to apply the excess in reducing the outstanding Government mort- 
gages held by that operator. 

With those brief remarks, that is all we have to say on the bill at 
this time. 

Mr. Asutey. Thank you, Mr. Kurrus. 

Mr. Kurrus. Thank you. 

Mr. Asutry. I might say that I am in substantial agreement. with 
the position you have taken. I am not entirely sure that I would agree 
with your first suggestion pertaining to the change which would allow 
more than one citizen or citizens to share in this 3-year ownership of 
avessel and therefore qualify under the act. 

I think that this would be inviting speculation and that the harm 
that might be produced as a result thereof might be considerably 
greater than the good which you suggest might be accomplished if 
the proposal were adopted. 

Mr. Kurrus. Well, Mr. Chairman, it seems doubtful that anybody 
has speculated in anticipation of this bill. If any speculation were to 
take place, it would be after the bill was enacted, not before. 

Now, the purpose and intent of this proposed legislation is to up- 
grade the American-flag tramp fleet and also the other unsubsidized 
segments of the American merchant marine. 

If you want a full effectuation of the bill, it seems to me that you 
ought to encompass as many vessels within this legislation as possible, 
also taking into account that you do not want people to speculate by 
bringing vessels back. 

_Tjust see no purpose of requiring that a person own the vessel con- 
tinuously for 3 years. 

_ As Mr. Coles stated, there have recently been a number of changes 
im ownership in the American-flag tramp industry because of fore- 
closure sales and otherwise. . 

Secondly, I cannot really see the purpose and I do not think it would 
be consistent with the intent of this legislation that the vessel be 
documented for at least 3 years under the U.S. flag prior to the date 
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of the exchange. In other words, it seems to me that it is verbiage 
It sounds good, vessels should always be documented under the Us 
flag perhaps consistent with our shipping legislation but, if we wang | 
to foster and promote an American merchant marine, and this legis. 
lation has that intent, it seems to me that you do not need these limita. 
tions. They just create additional obstacles that would prevent the 
bills from rodily becoming effective. 

Mr. Asutey. Mr. Tollefson ¢ 

Mr. Totierson. I have no questions. 

Mr. Asutry. Mr. Downing? 

Mr. Downtna. I have no questions. 

Mr. Asuiey. Mr. Maillard ? 

Mr. Maiuiarp. I have no questions. 

Mr. Asuiey. Mr. Casey 4 

Mr. Casry. I have no questions. 

Mr. Asutey. Thank you very much, Mr. Kurrus, for being with us 
this morning and giving us the benefit of your thinking. 

Mr. Kurrus. Thank you. 

Mr. Asuuey. The final witness this morning is Mr. Joseph Sullivan, 
vice president of the Pacific American Steamship Association. 


STATEMENT OF J. MONROE SULLIVAN, VICE PRESIDENT, PACIFIC 
AMERICAN STEAMSHIP ASSOCIATION 


Mr. Asuuey. Mr. Sullivan, you are last but certainly not least. We / 


are glad to have you with us. You may proceed as you please. 

Mr. Sutiivan. Thank you. 

My name is J. Monroe Sullivan, I am vice president of the Pacific 
American Steamship Association. 

First, I would like to comment on the 50-50 legislation. I would 
like to say that only the operators represented by Mr. Coles differ 
with the action this committee took. The other operators like the way 
the law is now being administered by Agriculture and do not want | 
anything done to upset that. 

{ appear here today in opposition to H.R. 8890. This bill would 
authorize trade in vessels operated by nonsubsidized steamship lines 
for more modern vessels in the reserve fleet. The core of our oppo- 
sition lies in the fact that this legislation places the Government in 
competition with private shipowners in the sale of vessels. 

While H.R. 8890 amends section 510 of the 1936 Merchant Marine 
Act, this legislation is tantamount to a reopening of the 1946 Ship 
Sales Act and in such broad fashion as to do violence to commitments 
made to prior purchasers under the Ship Sales Act. The prohibition 
against sales by the United States from its reserve fleet, which has 
been in effect since January 15, 1951, was for the specific purpose of 
removing the reserve fleet from the ship market as a competitive 
source of supply and to remove the possibility of companies purchas- 
ing vessels from the reserve fleet as an alternative to new construc 
tion. In so doing, Congress kept its promise to prior purchasers under 
the 1946 act and to the American shipbuilding industry—that, afters 
date certain, shipowners could no longer buy vessels from the reserve 
fleet. 

During the intervening years there have been occasions in whieh | 
Congress, in its wisdom, and with the support of steamship industry 
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groups including our own, has sanctioned special purpose legislation 
to permit sales of Government-owned vessels. But, in each instance, 
the vessels were stipulated and the absence of direct competition of 
the subject vessels with other American vessels was clearly demon- 
strated. In the case of the sales of vessels to Brazil, a protective clause 
was inserted to require the purchaser under that act to first. canvass 
American owners of the C1-MAYV-1 vessels as to whether they had 
such vessels for sale at reasonable prices. In both the sales to Brazil 
and in the sales of Philippine citizens, operating restrictions were 
placed on the vessels to assure against competition with American 
owners in their trade routes. 

I might add here that our association supported the sale of the 
passenger ships to American President Lines after 195i because there 
was no other American competitor in the trade. 

In H.R. 8890, however, there is no provision which requires prior 
soliciting of offers from private owners of the desired vessel types and 
no convenants against operation of “upgraded” vessels in competition 
with owners of war-built vessels purchased under the 1949 aet. This 
isan important distinction between this legislation and previous con- 
cressional sanction of reserve fleet sales. 
~ The competitive effects of this legislation should be made clear. 
Suppose, for example, that a nonsubsidized owner of war-built ves- 
sels reaches an economic impasse and chooses to sell his vessels. His 
market, by and large, consists primarily of other nonsubsidized Amer- 
ican owners. In short, it consists primarily of intercoastal operators, 
operators to the States of Alaska and Hawaii and the Commonwealth 
of Puerto Rico, and the few remaining unsubsidized American op- 
erators in the foreign trade. If H.R. 8890 were made law, such an 
intercoastal operator, or any other nonsubsidized operator who might 
have vessels of a certain type for sale, would have to compete with the 
low prices offered from the reserve fleet for such vessel types. 

In other words, the nonsubsidized owner, who for financial reasons, 
is in no position to take advantage of this legislation to upgrade his 
fleet, has only one choice—to sell his vessel to another American owner, 
but in competition with reserve fleet vessel prices. Or, perhaps, he 
has a second choice—to seek legislation permitting the sale in the 
world market of his vessels in order to realize a fair return. Such 
a protective device is not advocated here but would, at least, place 
such an Owner on an equal footing with the beneficiaries of H.R. 
8890, 

Further, H.R. 8890 is a neutralization or even a nullification of the 
congressional intent inherent in section 510 of the Merchant Marine 
Act. Section 510 has, as its basic concept, the tradein of obsolete 
vessels at fair market prices as a quid pro quo for the construction of 
new vessels. H.R. 8890 dulls the edge of the intent of section 510 by 
permitting sales from the reserve fleet. as an alternative to new con- 
struction. 

The rest of my statement refers to H.R. 10315, a bill introduced by 
the Representative from Alaska. 

If that bill will be considered by this committee, I would like to 
read my statement. Otherwise, I see no point in taking your time. 

Mr. Asuiry. That is not before the committee. 

Mr. Suttivan. Thank you very much for the opportunity to pre- 
sent our views. 
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Mr, Asuiey. Thank you, Mr. Sullivan, for a very interesting state. 
ment. Iam sure there will be some questions. 


Let me say that your association has anticipated some of the argy. | 


ments in favor of this legislation; namely, that it does promote oyp 
overall defense posture; secondly, that as has been pointed out by Mp, 
Billhardt I believe, that the alternative to this legislation is, that jg 
unless it is passed, the situation might be extremely grave. It might 
produce results that none of us wants to see. That is the acquisition 
of vessels under foreign registry and so forth. 

Mr, Sutirvan. Well, our membership is composed of several do. 
mestic operators, one coastwise operator and several intercoasta] Op- 
erators, and I am sure they took all of this into consideration when 
they determined that we should oppose this legislation. 

Mr. Asuury. It is the consensus, I take it, that, with the passage 
of this bill, the general market for vessels will be seriously depressed, 
is that correct ? 

Mr. Suxitvan. This bill could not only seriously depress the mar- 
ket, it could prevent a private owner from having someone to sell his 
ship to. 

f you have two sources and one buyer, it is conceivable that the 
private owner would lose out and the buyer would buy from the 
Government, so that you have a double-barrel problem. One, depress- 
ing the market; and, second, fewer buyers. 

Mr. Asutey. Certainly it is not the purpose of this legislation, | 
think you will agree, to depress the market. That is, there are safe. 
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guards written in with respect to protecting and effectuating a fair | 


market value. 

I think you have made a good statement for the people that you 
represent, Mr. Sullivan. 

Mr. Tollefson ? 

Mr. Totterson. This legislation, if enacted, is in effect an exception 
to the policy of Congress with respect to sales out of the laid-up fleet. 
There is no question about that. 

Mr. Suturvan. That is right. 

Mr. Totiterson. The question before the committee, of course, will 
be, Do the circumstances that exist in the nonsubsidized area warrant 
this exception? Maybe this is not a proper question but I am curious. 
The AMMI and the Pacific American Steamship Association take 
opposite views with respect to this legislation. 

Are there any similar operations in AMMTI to those that you have 
mentioned, coastwise operators? 

Mr. Sutiivan. Yes, I think they probably have more coastwis 
operators than we have. We have only one, Oliver J. Olsen Co. 

Mr. Totierson. In other words, there are those members of AMMI 
who would be affected the same as your members with respect to the 
market being depressed ? 

Mr. Sutiivan. Yes. Possibly if some AMMI members are in a sim 
ilar economic situation as one or more of our members might find 
themselves in, I would agree. 

Mr. Totuerson. The committee will have a problem. 

Thank you for your contribution. 

Mr. Asniey. Mr. Downing? 
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Mr. Downrna. I would like to follow Mr. Tollefson’s question. — 

What places you in this special category which would be opposite 
from that of AMMI and those other organizations‘ bl 

Mr. Sutiivan. Well, our people seem to have made a decision based 
on principle, based on the fact that the Ship Sales Act was something 
definite, a date was set definitely, and now there is an attempt to reopen 
the act; and, as I say, we have intercoastal operators who have ships 
that are war-built whom you would think would be interested in this 
type legislation but they prefer to stand on principle. 
“Mr. Downtna. I have the same doubts as you expressed here but I 
wonder how serious it is ? 

You say, “It is of great concern. You completely eliminate any 
private market by this legislation.” Is that what you say? 

Mr. Sutuivan. I do not know that it would completely eliminate it 


sibility of beating down the private seller because you can go some- 
place else; namely, the reserve fleet, to get a ship. 

This was of concern to certainly one of our members. 

Mr. Down1n@. Do you think this legislation would tend to give us 
an obsolescent fleet? In other words, maybe construction of ‘new 
ships would be delayed due to this program and it would tend to give 


| you a fleet which was not up to date. 


a EE ey 


Mr. Sutiivan. Unless the Congress together with the domestic 
shipowners can come up with a solution fairly soon to the new ship 


‘construction problem for domestic operators, we are going to be in 


very serious trouble. 

The fleet is now obsolete. This bill will permit, as someone indi- 
cated, an extension of a period when facts must be faced and it is 
conceivable that in 3 or 4 or 5 years the shipping situation could 
change sufficiently to permit domestic operators to build new ships. 

From that point of view, this is very good legislation. It extends 
the period of time before your back is to the wall because you can 
get a slightly better vessel out of the reserve fleet than you may be 
operating. That does not solve the problem. 

The problem is more serious than that. From the stopgap view 
this has merit but there is a greater problem and something needs 
to be done. 

The Senate has been having hearings on the intercoastal-coastwise 
problem and I would recommend that this committee get into it also. 

Mr. Downine. You are apparently the last witness. 

Do you know of any other groups or organizations who oppose this 
legislation ? 

{r. Suttivan. No, I do not know of any groups or organizations 
that oppose it. 

Mr. Down1ne. Thank you very much. 

Mr. Asuiey. Mr. Mailliard ? 

Mr. Mattu1arp. I have no questions. 

Mr. Asuiry. Mr. Casey ? 

Mr. Casey. Mr. Sullivan, how many in your association could take 
advantage of this bill? 

Mr. Sututvan. The names of the companies, or the number ? 

Mr. Casey. Just give the number. 
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Mr. Suntivan. Five companies. 

Mr. Cassy. In what trades are they ? 

Mr. Suttivan. One is in the coastwise trade, one is in the nonegp. 
tiguous trade, three are in the intercoastal trade. 

Mr. Cassy. None of them is in the foreign trade 

Mr. Suuiivan. No. 

Mr. Casey. All those in your association in the foreign trade an | 
subsidized lines, is that correct ? i 

Mr. Sutxivan. That is correct. 

Mr. Casry. So that, they would be disqualified ? | 

Mr. Sunuivan. That is right. 

Mr. Casry. Their chief competition is the tramp steamers? 

Mr. Sutiivan. The subsidized lines. 

Mr. Casry. Yes. 

Mr. Sutuivan. The chief competition is both foreign-flag liner and 
foreign-flag tramp operators, yes. 

Mr. Casey. How about your American tramps? Do they give you 
any competition ? * 

Mr. Suuiivan. Yes, definitely. 

Mr. Casry. According to Mr. Coles’ statement here, in the shape 
they are in, this is the only way they can survive. I do not knoy 
whether that is true or not. This would eliminate your American. | 
flag tramp competition if that is true, would it not ? | 

Mr. Sutiivan. Tramp operators are bulk operators. They operate | 
only with shipload lots. They have competition for our liner com. } 
panies only where our liner companies may be able to compete with | 
them on less than shipload lots, 3,000 tons or 4,000 tons or something | 
like that. 

Every ship that crosses the Pacific, for example, every American: | 
flag ship is a competitor for the American-flag liners that cross, 

Mr. Casey. I understand that. 

Mr, Sutiivan. We are not opposed to American-flag tramps. We 
think they are an integral part of our merchant marine. 

Mr. Casry. This is the only opportunity they have to upgrade 
their fleet in a manner somewhat similar to the way you get to upgrade 
yours on a building subsidy, is it not ? 

Mr. Sutuivan. As of now, this is probably the only source of ships 
that are better than the ships they may now be operating unless, | 
and we get back to our original position, one of our member com- 
panies, for example, might go out of business and might have better 
ships than a tramp operator may have and then those better ships 
would be made available on the market and a tramp could buy them. 

Mr. Casry. You are going on the assumption of “might go out of 
business” and we are talking about a condition that exists right now, 

Do you know of anybody who has any ships for sale that they can 
buv and put into service on a reasonable basis ? 

Mr. Sutuivan. As of this moment, no; but, unless something drastie 
is done in the intercoastal trade in the very, very near future, one ot 
more intercoastal operators may possibly go out of business and, if 
they do, then ships would be available on the market. 

Mr. Casey. We are still talking about a possibility. We are not 
talking about the facts as they exist right now. 
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Mr. Suttivan. We are talking about a possibility that is so close 
that you could almost categorically state it will happen shortly unless 

con-| something is done, perhaps as soon as this bill could become law. 

Mr. Casry. As an association, you stated that you are making your 
statement according to principle and you have only three in the coast- 
wise trade. 

an} Mr. Suttivan. We have one carrier in the coastwise trade, one in 
the noncontiguous trade, and three in the intercoastal trade. 
| Mr. Casey. So this possibility on the coastwise trade, you are speak- 
| ing for one of your members, is that right ? we 
>} Mr. Sutuivan. One of our intercoastal members. I am mentioning 
: that one of our intercoastal members might be in serious trouble; yes. 
Mr. Casty. How many ships does he own? 
Mr. Sutitvan. I do not know. I would guess seven or nine or 
and! something like that. 
' Mr. Casry. He could not take care of the 10 ships that one of the 
you} witnesses wanted to buy this morning, could he? 
} Mr. Sutiivan. If he had only nine ships for sale, no. 
Mr. Casey. I have no further questions. 
ape Mr. Asutey. Thank you very much, Mr. Sullivan. 


now) = Mr, Sutirvan. Thank you. 

val | Mr. Asuiey. Mr. Shapiro, do you have something further? 

at | STATEMENT OF ALVIN SHAPIRO, VICE PRESIDENT, AMERICAN 
vith | MERCHANT MARINE INSTITUTE, INC.—Resumed 

red 


ing} Mr. Suartro, The institute was mentioned in this connection and 
| the question posed about the difference in positions. The answer is 
| simple. As you know, we have long protected the validity of the Ship 
| Sales Act of 1946 and have appeared before this committee on many 
' occasions in order to protect that. 
We In this particular case, we do not see the same ghosts, so to speak, 
that the west. coast organization sees, primarily for one reason. The 
ade} basic instrument in this bill that makes it attractive is the trade-in 
ale} possibility. The man who wants to go out of business and sell his 
vessels cannot come to the same man who wants to trade in a vessel in 
ups | order to make a deal because of the mere fact that he wants to go out of 
es, | business and therefore wants to sell his vessel means that he cannot 
om come to Alcoa, for instance, and work out a trade deal because he 
tet would then be wanting to go out of business, in effect, with even a less 
ups | ‘superior vessel than he now wants to go out of business with. 
em, | _ We do not see that that is a threat. to the Ship Sales Act. This ac- 
‘of counts for the fact that, despite the fact that a very substantial number 
OW. — of our people are domesic operators, we do not oppose the bill because 
can we did not think that that justification existed. 
Mr, Asutry. Thank you, Mr. Shapiro. 


sit There appear to be no further witnesses, 
e If there are no further witnesses, this will conclude the hearings on 
»4 H.R. 8890 before this subcommittee, and the subcommittee will stand 


adjourned. 
i | (Whereupon, at 12:25 p.m., the hearing was closed.) 
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(The following was furnished for insertion :) 


HARVEY J. GUNDERSON & GARRETT FULLER, 5 
ATTORNEYS AND COUNSELLORS aT Law, - 
Washington, D.C., May 9, 1969, 
Hon, HERBERT C. BONNER, 
Chairman, Merchant Marine Subcommittee, 
Committee on Merchant Marine and Fisheries, 
House of Representatives, 
Washington, D.C. 

Dear Mr. CHAIRMAN: West Coast Steamship Co., of Portland, Oreg,, 
ticularly interested in H.R. 8890 which would authorize the exchange of ¢ 
war-built vessels for more modern and efficient war-built vessels now ie 
the U.S. reserve fleet. 

Almost unanimous support has been given to the proposed legislation, and 
we likewise favor the purpose of the bill. However, West Coast Steamship Co, 
is an independent owner-operator of American-flag tramp vessels. Ag sueh it 
often has been forced to compete for cargoes at disasterously low rates, and 
until corrective legislation is enacted, it must somehow survive without benef; 
of operating subsidy. Accordingly, it is unlikely that the financial conditign o 
West Coast Steamship Co., or of any independent American tramp owner, Will 
ever permit the trade-in of a vessel under the pending legislation ag it is now 
written. 

This implied disqualification of tramp owners and operators can be reason: 
—, eliminated by the adoption of the following three amendments: 

. Since business conditions at the time may not permit the exe e of 
oe for vessel, the bill should be amended to make it clear that more than one 
vessel may be traded in for a single vessel to be traded out. 

. We agree that the Government should not pay money out of its own 
a; any traded-in vessel; however, West Coast Steamship Co. may want €6 tiate 
in two of its vessels for one vessel in the reserve fleet and the total value of 
the traded-in vessels may exceed the value of the vessel being traded ont, h 
anticipation of this situation, we suggest the proposed law be amended t 
vide that any balance in excess of the value of the traded-out vessel I 
applied against the mortgage indebetedness due the United States on thet 
in vessels or other vessels owned by the same owner. +4 

3. Finally, we suggest the bill be amended to provide that at the time of 
change the owner shall pay to the Government at least 25 percent of the Va 
of the traded-out vessel which is in excess of the value of the traded-in 
with the balance payable in 10 equal annual instalments with interest 
unpaid balance at the rate of 5 percent per annum. The obligation with 
to payment shall be secured by a preferred mortgage on the vessel traded ¢ 

This suggested amendment, which is fully in line with the precedents of 
Merchant Ship Sales Act of 1946, is essential if owners such as West Of 
Steamship Co. are to qualify for the benefits to the American merchant mam 
intended by the proposed legislation. Very simply, such owners do not have gil 
ficient funds to immediately pay (1) the full difference in cash at the ‘in e@ 


exchange, (2) the cost of laying up the traded-in vessel, (3) the cost of pil 
the traded-out vessel in operation and (4) the capital gains tax on the exch 
For obvious reasons credit for such purposes is unobtainable from private! 
ing institutions on any terms. Furthermore, unless the bill is amended @ 
have suggested, West Coast Steamship Co. and others would be prohibited Bj 
Maritime Administration under conditions of existing ship mortgages from 
ducing their current working capital position by acquiring vessels 
reserve fleet and paying cash at the time of the exchange. e 

We shall greatly appreciate the consideration you and the members ¢ 
subcommittee give to these suggested amendments which,. as previously il 
eated, are essential if West Coast Steamship Co. and other independent | 
owners are to benefit in any way from the passage of H.R. 8890. 

We respectfully request this letter be made a part of the record. 

Sincerely yours, 
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